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EXAMINATIONS 


[Following is the text of the examinations in auditing, law and accounting pre- 
sented by the board of examiners of the American Institute of Accountants, 
November 15 and 16, 1928.] 


Examination in Auditing 


NOVEMBER 15, 1928, 9 a. M. TO 12:30 P. M. 
The candidate must answer all the following questions: 


No. 1 (5 points) : o 
Name and define three classes of proprietorship, and state how gg 
the equity of each class is shown on the balance-sheet. 


{ 

f 


No. 2 (17 points): 


' You are called upon to instal! an accounting system for a manu- ) ae 
' facturing concern. State in detail the system you would suggest 

for 

(a) Cash 
(b) Purchases 


(c) Payrolls 


i No. 3 (12 points) : 
Engaged by a small corporation to prepare its federal income- 
j tax return, you are given the balance-sheets as of the beginning 
and end of the year, a profit-and-loss statement for the year and 
| free access to the books. The accounts are assumed to be correct. 


State what steps you would take to insure the accuracy of the 
figures for the schedules and items of the return, and how you 
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would make up the required working papers for future inspection 
by treasury agents. 


No. 4 (8 points): 
Name eight points the auditor must ascertain in making a 
balance-sheet audit. 


No. 5 (12 points): 

Auditing a manufacturing concern for the year 1927, you find, 
on the balance-sheet, the item ‘‘Cost of patent, $4,900.” Turn- 
ing to the account in the ledger, you find the following items 
debited : 


1925 Legal expenses defending validity of our patent No.— $2,000 
1926 Legal expense prosecuting infringement of our 

1927 Legal expense prosecuting same.................. 500 
Improvements made on machine covered by our 


There are no credits to the account and no amortization reserve 
has been set up on the books. 

Upon inquiry, you learn that the patent covering the machine 
in question was issued in 1919 and that no additional patent has 
been sought for the improvements made to the machine. The 
expenditures for fees, experiments, etc., for the invention, amount- 
ing to $510, were charged to current expense in 1919. 

(a) State what criticism of the above account you have to offer, 
(b) prepare the journal entries necessary to correct it, (c) show the 
book value of the patent as of December 31, 1927, and (d) state 
the advantages or disadvantages to the concern in thus re-casting 
the patent account. 


No. 6 (10 points) : 

State three methods of accounting for the profits made on sales 
on the instalment plan and what reserves you would provide in 
each instance. 


No. 7 (8 points): 

Engaged to audit the records of a small retailer, you find there 
is but one book kept, viz.: a columnar book of some fifty-odd 
columns containing all the accounts—real, personal and nominal— 
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usually found in an ordinary ledger. The book is kept on the 
double-entry plan. 

State the first steps you would take to assure yourself of the 
general accuracy of the bookkeeping before proceeding to verify 
the accounts themselves. 


No. 8 (10 points) : 

In examining the books of a corporation having subsidiaries you 
find that, in addition to inter-company accounts receivable and 
payable, there are notes receivable from, and payable to, an 
affiliated company the accounts of which are not being examined. 
On the consolidated balance-sheet only the excess of the notes 
receivable over the notes payable is shown. Is this procedure 
permissible? State the reasons for your answer. 


No. 9 (8 points): 

The capital stock of the A company of California is wholly 
owned by the B company of New York. You are engaged each 
year to examine the accounts of the former company and to 
render a report thereon to the New York company. In verifying 
these accounts for the year 1927, you discover that on January 3, 
1927, the manager of the A company withdrew $50,000 from its 
funds and it was charged to his personal account on the books; 
that the amount was repaid in full on December 27, 1927; and 
that on January 3, 1928, the same amount was again withdrawn 
and charged to his personal account as before. 

What would you say in your report to B company regarding 
these transactions? 


No. 10 (10 points): 

The X department store owns and occupies its building. In 
1923, the president of the company executed a lease for a portion 
of the building without the knowledge of the other officers or 
directors. No rent was coliected from the tenant by the com- 
pany. In 1927, the tenant, threatened with bankruptcy, offered 
a settlement to all his creditors including his landlord, the X 
department store. 

The accounts of the department store had been audited an- 
nually by a public accountant. Should he have discovered the 
omission of this lease and accrued rents? If so, how? 
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Examination in Accounting Theory and Practice 


PART I 


NOVEMBER 15, 1928, 1 P. M. TO 6 P. M. 


The candidate must answer the first three questions and one 
other question. 
No. 1 (23 points): 

From the data following, prepare profit-and-loss account for 
the year ended December 31, 1927. In addition thereto, show 
the average gross profit per pound, the selling expense per pound 
and the average operating profit per pound to the nearest cent. 

Pourds Amount 


Inventory—finished goods—Jan. 1, 1927............ 285,588 80,894 
383,508 

18,694 


The closing inventory of finished goods was shown as 271,753 
pounds, valued at the cost of goods manufactured during the year. 


No. 2 (20 points): 

Albert Jones died on September 10, 1928. From thedata follow- 
ing, found among his private papers, and from facts ascertained 
from other sources (also given), show how these items and any 
others indicated should be set forth in the accounts of the exec- 
utor, distinguishing between the corpus and income of the estate. 


Market 
Bonds owned Cost Sept. 10, 
1928 
$10,000 American Telephone and Telegraph Co. Sinkin 
fund 5's. of 1960; interest dates, Jan. Ist an 
5,000 Anaconda Copper Mining Co. 6's. of 1953; interest 


5,000 Anaconda Copper Mining Co. 7% convertible 
debentures; interest dates, Feb. 1st and Aug. Ist 95 1334 


10,000 Kansas City Southern Refunding and Improvement 
5's. of 1950; interest dates, Jan. lst and July Ist 100 9934 

The deceased was president and sixty per cent. owner of the 
capital stock of the Crow Hollow Mills, Inc., which had, on 
September 1, 1928, declared a dividend of ten per cent. payable 
September 20, 1928, to stockholders of record at September 8, 
1928. 
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The condensed balance-sheet of the company, as at August 31, 
1928, and summary of earnings for five years to June 30, 1928, 
are as follows: 


Balance-sheet 


50,000 
$225,000 
Capital stock—1,000 shares, par value $100 each... $100,000 
$225,000 
Summary of earnings 
Year Profit 
ended Sales Cost before 
June 30th federal taxes 


Jones’ account with the bank, according to his cheque book, 
showed a balance of $1,978.43. The executor, notifying the bank 
of Jones’ death and his appointment on September 11th, re- 
ceived a statement showing a balance of $2,782.19. 

The executor reconciled the account as follows: 


Cheques outstanding: 
Collector of internal revenue (3rd quarterly in- 
stalment of tax on 1927 income)............... 328.76 
Black & White, Inc. (Rent of apartment for Sep- 


$1,978.43 


A cheque for $397.00 to John Brown had been paid by the bank 
on September 10, 1928. 


No. 3 (30 points): 

On January 1, 1925, the A company acquired 90 per cent. of 
the capital stock of the B company at a cost of $800,000. At 
this date, B company held 80 per cent. of the capital stock of the 
Ccompany. This interest had been acquired on January 1, 1922. 
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During the period from January 1, 1922, to December 31, 1924, 
the profits from operations and the dividends paid were as follows: 


B Co. C Co. 


Companies A and B carry the investments at original cost and 
have not taken up the profits nor losses of the subsidiaries but 
have credited income with dividends received. 

From the following statements, transcribed from the books of 
the several companies, prepare a consolidated balance-sheet as 
at December 31, 1927. 


Balance-sheets— December 31, 1927 


Assets A B c 
Accounts receivable.................. 700,000 340,000 100,000 
Investment in B company............. 800,000 

Fixed assets, less depreciation.......... 1,700,000 640,000 200,000 


$3,700,000 $1,500,000 $400,000 


Liabilities 
1,500,000 600,000 250,000 
$3,700,000 $1,500,000 $400,000 
Surplus accounts 
B Cc 
Balances—January 1, 1925............ $300,000 $150,000 $20,000 
1925: 
Profit from operations................ 175,000 80,000 40,000 
Dividends received................... 54,000 20,000 
$529,000 $250,000 $60,000 
$304,000 $190,000 $35,000 
1926: 
Profit from operations................ $225,000 $20,000 $20,000* 
Dividends received................... 40,500 
$569,500 $210,000 $15,000 
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1927: A B Cc 
Profit from operations................ $299,500 $125,000 $85,000* 

$725,000 $290,000 $70,000* 
Balances—December 31, 1927......... $500,000 $200,000 $70,000 
* Loss. t Deficit. 


No. 4 (27 points): 

Smith and Jones are engaged, as individuals, in the same kind 
of business. They propose to amalgamate and form a corpora- 
tion. 

Smith owns buildings and machinery having a book value of - 
$100,000, now appraised at $200,000, and net other assets having 
a book value of $50,000. Jones owns buildings and machinery 
having a book value of $200,000, now appraised at $300,000, and 
net other assets having a book value of $150,000. 

It is agreed that ‘‘net other assets,’’ in each case, are worth 
their book values and shall be transferred to the books of the 
corporation at such values. It is further agreed that the build- 
ings and machinery shall be transferred to the books of the 
corporation at book values and that 5,000 shares of capital stock, 
par value $100, shall be issued to the property owners. 

Jones proposes that the 5,000 shares be divided pro rata to the 
total net assets of each individual as shown by the books but 
Smith, because of the lower book value of his buildings and 
machinery, claims that the net assets of each individual should 
first be adjusted by a redistribution of the total book values of 
buildings and machinery pro rata to the appraisals and that the 
capital stock should be divided on the basis of the new total 
net assets so found. 

You are called upon to adjudicate. Show how many shares 
Smith and Jones would each receive under the two proposed 
plans; also show how many shares you would apportion to each, 
giving reasons for your decision. 


No. 5 (27 points): 

On a certain date, Mr. Mann borrowed $15,000. As he 
expects to inherit $5,000 three years from this date, he wishes to 
reduce the loan by $10,000 in the three years by making equal 
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monthly payments, including interest at the rate of one half of 
one per cent. per month. 
What would be the amount of the monthly payment? 


Given v* 8356449 
(1+i)* 1.1966805 


Examination in Commercial Law 


NOVEMBER 16, 1928, 9 A. M. TO 12:30 P. M. 
Answer no more than ten questions as directed. 
Give reasons for all answers. 


(Each question counts 10 points.) 


GROUP I 
The candidate must answer all the following questions: 


No. 1. Give the essential elements of a contract and define or 
explain each element. 


No. 2. Detroit, Michigan, October 2, 1928. 


Thirty days after date I promise to pay to the order of 
John A. Miller, five hundred and 00/100 dollars at the 
Second National Bank & Trust Co. 
GEORGE M. CHAPMAN. 

Give the circumstances in which each of the following 
endorsements might have been made on the above note: 
(a) GEORGE M. CHAPMAN. 
(b) Pay to the order of Lester C. Mayer. 

GEORGE M. CHAPMAN. 
(c) Pay Lester C. Mayer only. 

GEORGE M. CHAPMAN. 
(d) Pay Industrial Savings Bank for deposit. 

GEORGE M. CHAPMAN. 


No. 3. A client of yours leases a plot of land for a term of 21 
years with a right to renew the lease for a further term of 
21 years. Your client erects a building on his leased 
land. The building has an estimated useful life of 35 
years. The lease provides that upon the termination 
thereof the building shall become the property of the 
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lessor. Under the federal income-tax law what yearly 
deduction, if any, could you take to cover the cost of 
the building to your client? 


No. 4. Distinguish between a partnership, a joint stock as- 
sociation and a corporation. 


nm 


No. Best made a promissory note jointly with Kelly for 
Kelly’s accommodation. Kelly altered the note into 
the note of a corporation, in which both were officers, 
forging other signatures and causing Best’s signature to 
appear as that of a personal endorser of the note. The 
X bank, a holder, in due course, sued Best personally 


upon this endorsement. Could it recover? 


GROUP II 


The candidate must answer five of the following questions: 

No. 6. Jones lent Smith $50. At the time Jones stated that 
he owed Fisher $50 which he had promised to pay the 
next day. Smith in consideration of the loan promised 
Jones that he would pay the $50 to Fisher the next day, 
which, however, he failed to do. Fisher sued Smith on 
Smith’s promise to Jones. Could he recover? 


No. 7. A owes B $10,000. B takes out a policy of $10,000 
insuring the life of A. Subsequently A pays the loan in 
full but B continues the policy. Is it valid? 


No. 8. What is a bill of sale? 


No. 9. In what circumstances is it necessary for a holder to 
present a bill of exchange for acceptance? 


No. 10. Are dividends on stock of corporations taxable under 
the federal income-tax law when received (a) by an 
individual, (b) by a corporation? 


No. 11. X, stockbroker, is insolvent but refuses to make an 
assignment for the benefit of his creditors, or to take 
any other action. Is there any way by which his 
creditors can bring about a distribution of X’s assets pro 
rata between them? 


No. 12. You enter into an agreement with the Y corporation to 
purchase 100 shares of its preferred stock at its par value 
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of $100. The Y corporation agrees, upon receiving 
payment to issue to you the 100 shares of preferred 
stock and 10 shares of its fully paid non-assessable 
common stock of the par value of $10. Upon payment 
you receive the stock, the common stock having printed 
across its face the words ‘‘Fully paid and non-assess- 
able”. Subsequently the Y corporation becomes in- 
solvent and its trustee in bankruptcy sues you to recover 
$100, the par value of the common stock. Can he 
recover? 


No. 13. A held the note of B for $300 due August 15, 1928. On 
July 5, 1928, A accepted from B $275 in full payment of 
B’s note. Subsequently in August A sought to collect 
a balance of $25 from B. Would he succeed? 


Examination in Accounting Theory and Practice 
PART II 


NOVEMBER 16, 1928, 1 P. M. TO 6 P. M. 


The candidate must answer the first three questions and two other 
questions. 


No. 1 (25 points): 

A company, engaged in the manufacture of piece goods, had no 
cost system. Its sales were made on the basis of estimated costs, 
adding 15 per cent. to estimated direct cost to cover overhead, 
then adding to the total so estimated a profit equal to 12 per cent. 


of the selling price. 
At the end of the year 1927, the trial balance was as follows: 


Spools and other similar items................... 33,000 
110,000 
$27,000 
Reserves for depreciation to 
36,000 
Inventory—January 1, 157,000 
Purchases—raw 1,200,000 


foremen, etc 213,000 
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Office and administration expenses............... 113,000 
$1,000,000 


$3,266,000 $3,266,000 


An estimated cost, which may be taken as representative of all 
the estimated costs, was as follows: 


Cost per yard: 
$1. 
Factory and office overhead -15% of 21 
$1.61 


Inventories were principally of raw material and for the present 
purpose may be considered as consisting entirely of raw material 
at cost. The inventory at December 31, 1927, was valued at 
$376,000. 

The rate of depreciation on buildings was 2 per cent. and on 
machinery, 7% per cent.; spools, etc., were not depreciated; 
replacements were charged to operations (factory expense). 

Before the books were closed, it was realized that a heavy loss 
had been sustained. Suggestions were made—a defalcation, mate- 
rial stolen, etc. 

What was the amount of the loss and to what do you ascribe it? 
Indicate briefly what is needed to prevent a repetition of such 
conditions. 


No. 2 (18 points) : 
On December 31, 1927, the ledger balances of Smith, Brown and 


Jones—a partnership, each member having a one-third interest 
therein—appeared as follows: 


Reserve for bad accounts. $3,600 
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Capital: 


$108,000 $108,000 


At this date the firm decided to liquidate and a trustee was 
appointed to wind up its affairs. 
The following represents the results of the trustee’s activities: 


Particulars lst period 2nd period 3rd period 
Cash collected from customers... .. . $56,000 $18,000 $17,500 
Liabilities paid in full settlement. . . 19,200 19,000 
Trustee’s expenses and salary...... 2,200 1,400 2,000 
Cash paid to partners............ 8,000 9,900 Remainder 


Prepare the necessary entries to wind up the partnership, and 
also prepare a statement setting forth the proper distribution (in 
your opinion) of the amounts paid to each partner at the end of 
each period and showing the final result. 


No. 3 (27 points): 

Commencing an audit, during February, 1928, of the books of 
account of the A B C Manufacturing Co. for the year 1927, the 
balance-sheets following, prepared by the bookkeeper, were pre- 
sented to you: 


A B C MANUFACTURING COMPANY 
BALANCE-SHEETS 


Assets December 31, 
1927 1926 

Machinery and equipment............... 112,000 100,000 
Unamortized bond discount........................ 4,750 
Prepaid operating services and supplieson hand ....... 6,250 7,500 
25,000 
160,000 150,000 
Goods in process of manufacture................... 30,000 35,000 
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100,000 
Reserves: 
For depreciation of building..................... 21,500 17,500 
500,000 


In the course of the audit, it was ascertained that 

(a) Additions to buildings, actually costing $35,000, were set 
up on the books at $50,000, based upon unaccepted bids by outside 
contractors. 

(b) Machinery, costing $10,000, was sold for $3,000. The 
accrued deprev:iation on these machines amounted to $5,800 and 
the loss was charged against surplus. 

(c) The bonds were issued on July 1, 1927, at95. They mature 
in ten years and interest at six per cent. is payable semi-annually. 

(d) Tools, costing $4,000, were acquired during the year and 
the account was adjusted to a fair value, December 31, 1927. 

(e) The marketable securities were sold during the year for 
$32,000. 

(f) Four quarterly dividends of one and one half per cent. were 
paid during the year. 

(g) Depreciation of buildings at two per cent. was computed on 
$175,000 for six months and on $225,000 for the other six 
months. 

Relative to the foregoing, prepare surplus account showing 
result for the year after making any adjustments you think 
necessary; also prepare statement showing the changes in the 
accounts resulting from adjustments of surplus and reserves and 
show the working capital at December 31, 1927. 


No. 4 (15 points): 

The X Y Z Light & Power Co. has an operating contract with 
the trustees of a bond issue, under the terms of which it must 
expend seven per cent. of its gross operating revenue for main- 
tenance. Any portion of the seven per cent. not so expended 
must be deposited with the trustees. 
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Under the terms of the same contract, the company must set 
aside annually a reserve of four per cent. of its gross operating 
revenue for depreciation. 

A certain built-in production unit has fallen below a profitable 
degree of efficiency and must be either rebuilt or replaced by a 
new unit. 

It is decided to re-build which involves three steps, viz.:—(1) 
tearing down, (2) repairing certain parts, (3) re-erecting. Tearing 
down is done at the cost of labor only. Repairing parts requires 
the purchase of necessary material and entails cost of labor. Re- 
erecting involves principally cost of labor and incidental material. 

(a) Is any part of the cost involved in the above process 
chargeable to maintenance or maintenance reserve? If so, 
designate what part and explain why. 

(b) Is any part of the cost involved chargeable to depreciation 
reserve? If so, what part and why? 

(c) Is labor cost a proper charge to depreciation reserve? 

(d) Does the expenditure of money for labor retard the progress 
of depreciation or is that function performed only by material? 


No. 5 (15 points): 


The Plebe Machine Company operates under a licence from the 
Omnia Corporation, the owner of certain patents. In terms of 
the licence agreement the company agrees to pay the corporation 
a royalty of five per cent. of the net sales’ price of all machines 
sold each year during the continuance of the licence. Royalty 
settlements on the five per cent. basis are to be made quarterly— 
March 31st, June 30th, September 30th and December 31st, and 
it is agreed that a minimum royalty of $120,000 shall be payable 
for each of the calendar years covered by the licence. 

During the half year ended June 30, 1928, the net sales aggre- 
gated $700,000 and royalty amounting to $20,000 was paid 
thereon, i. e. royalty for the March quarter. The company’s 
: business is seasonal and it is claimed by the management that 

4 royalty for the calendar year, calculated on the agreed-upon basis 
of five per cent. of the net sales, will at least equal the stipulated 
minimum of $120,000. 

The Plebe Company’s fiscal year ends on June 30th. 

State what amount you would show in the balance-sheet as the 
liability for royalty at the date named. Give reasons for your 
answer. 
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No. 6 (15 points): 

The following are the comparative profit-and-loss accounts of 
the Deka Company for the two years ended December 31, 1926, 
and December 31, 1927, respectively: 

Year ended December 31, 


1926 1927 Increase 
$200,000 $275,000 $75,000 
General and administrative expenses. . .. . 40,000 45,000 5,000 
Net profit on sales................ $90,000 $155,000 $65,000 
Other income: 
Interest on notes receivable.......... $5,000 $7,000 $2,000 1 
Deductions from income: 
Interest on notes payable........... 6,000 10,000 4,000 


Prepare a statement accounting for the increased net income, 
showing the amounts due to the variation in the volume and sell- 
ing prices respectively, assuming that the cost of goods was the 
same in both years. 
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Inventories and the Auditor* 


By Maurice E. PELOUBET 


A great deal has been written and said on the subject of the 
auditor’s responsibility for inventory verification and the means 
and methods to be employed in the discharge of that responsibil- 
ity. Against most of these discussions the reproach that they are 
too theoretical or abstract can hardly be brought. In fact they 
usually plunge immediately into a description of methods and 
expedients, leaving the general principles and abstract basis to be 
deduced by the reader from a description of a number of facts and 
practices. 

A departure from this way of handling the subject is proposed 
and so, before making any examination of practical ways and 
means, I am going to ask the members of this society and their 
guests to bear with me while we make a short excursion into the 
regions of theory and abstraction—which, after all, are not such 
bad places if you don’t get to like them too much. 

The most theoretical basis of discussion possible would be a 
perfect verification of an inventory during an audit under ideal 
conditions by an auditor possessing every variety of skill and 
knowledge required to perform the perfect verification. 

Actual practice and the reasonable limits of responsibility will 
necessarily fail somewhat short of the ideal but it is only by having 
this before us that we can fix the limits of the possible and reason- 
able extent of our verifications and the responsibility we may 
properly assume. 

A perfect verification would be one which enabled the auditor 
to certify that the goods included in the inventory were physically 
in existence and were correctly described, that the company had 
title to the goods and that they were correctly valued on the basis 
stated in the balance-sheet. 

Ideal audit conditions would assure the auditor access to the 
records and plant at all times and would also assume the existence 
of perfect and complete records. The plant would be shut down 
during the taking of the inventory. 

Under the conditions assumed the auditor would visit his 
client’s plant or place of business at the time the inventory was 


* Address delivered at a bert of the New York State Society of Certified Public Account- 
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being taken, where he would verify the count or weight and with 
his expert knowledge of the business and of the commodities used 
or dealt in would check the accuracy of the description as to the 
general classification or kind of material, its particular type or 
variety, its quality and usually its condition or age. 

The actual counting or weighing would not present much 
difficulty even to a human auditor and, of course, none at all to 
our ideal one. Under the ideai conditions inventory in but one 
department or section would be taken at a time and the auditor 
would merely count and weigh with the men who were doing the 
work. His expert knowledge of materials, processes, styles and 
whatever else was required would enable him to check accurately 
and immediately the descriptions of the goods. 

For instance, suppose our ideal and universally qualified auditor 
were taking inventory at a textile mill, manufacturing both all- 
wool goods as well as those containing cotton or cotton and wool 
shoddy. He would, of course, have little or no difficulty in verify- 
ing weights and qualities of raw wool, especially as he would be 
greatly aided by lot numbers. His keen and expert eye (or nose or 
finger) would immediately tell him from physical inspection the 
value of the washed and dyed wool. The quality and composi- 
tion of the different shoddies would be as an open book to him, 
He would be able to distinguish the variety and quality of wool in 
the card room and so on through the whole plant, and he could 
offer a clear and precise judgment as to the value of finished goods, 
giving due weight to the problems of style and color as affecting 
salability. 

The subsequent proof of the company’s title to the goods, proof 
of clerical accuracy and verification of prices would be very simple 
for an ideal auditor under ideal conditions. 

As is only natural, a practitioner such as our highly qualified 
friend would have a large and varied practice. His next engage- 
ment might take him to a wholesaler or jobber in jewelry, a man 
who buys for resale, has goods on memorandum from other deal- 
ers and himself sends goods out to retailers on memorandum. 

The auditor's first work is to weigh and count the diamonds. 
His keen eye (we may be sure it is his eye this time) tells him not 
only whether a diamond is an African blue-white or a yellow Bra- 
zilian stone, but also shows him flaws and imperfections, all of 
which have a bearing on the value of the stone. His procedure 
with the rubies, emeralds, sapphires and other unset stones is the 
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same. The valuation of pearls presents no difficulties to him. 
He examines the ring mountings and finished rings, the list of 
which, due to his ability to value the stones and metal and his 
wide and accurate knowledge of the trade, he is able to revise 
correctly as to the quantity and value. He goes on through the 
whole stock, counting and weighing with unfailing precision and 
classifying and valuing with surprising but unfailing accuracy. 

Then he proves title by the usual methods, verifies goods out on 
memorandum by correspondence, verifies the clerical work and 
gives an unqualified certificate because he knows everything is 
just as it should be. 

Let us follow, not without some awe and reverence, our ideal 
auditor to one other client, a manufacturer of heavy machinery 
on special order. Here the inventory is divided into four groups: 


(1) Manufacturing supplies—bolts, screws, valves, small tools 
(unissued), standard pipe fittings and similar items. 

(2) Metals—tool steel, various alloy steels, copper, brass and 

nickel silver in sheets, billets and rods. 

(3) Special castings. 

(4) Goods in process of manufacture. 

Our auditor counts and values some thousands of items in the 
first group. In the second, as the goods are mostly open-market 
commodities, valuation presents little difficulty but only a man 
like our ideal auditor could distinguish between the different 
classes of steel, where the difference in value may sometimes 
amount to a dollar a pound. He also has no difficulty (but 
almost anyone else would have) in distinguishing between, say, 
nickel silver and brass in billets. His physical count and apprai- 
sal of goods in process, coupled with his knowledge of the trade in 
general and his client’s business in particular, are sufficient for 
him to put a perfectly correct valuation on this portion of the 
inventory, which, of course, agrees with the perfect records. 
Title and clerical accuracy are verified in the usual way and a 
clear certificate is given. 

To assist in the transition from the ideal and perfect to the 
human and practical let us see what help we get from a striking 
passage in William James’ Principles of Psychology: 

“Il am often confronted by the necessity of standing by one of my selves 
and relinquishing the rest. Not that I would not, if I could, be both hand- 
some and fat and well dressed, and a great athlete, and make a million a 


year, be a wit, a bon-vivant, a lady-killer, as well as a philosopher; a 
philanthropist, statesman, warrior, and African explorer, as well as a 
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‘tone-poet’ and saint. But the thing is simply impossible. The million- 
aire’s work would run counter to the saint's; the bon-vivant and the phil- 
anthropist would trip each other up; the philosopher and the lady-killer 
could not well keep house in the same tenement of clay. Such different 
characters may conceivably at the outset of life be alike possible to a man. 
But to make any one of them actual, the rest must more or less be = 

ressed. So the seeker of his truest, strongest, deepest self must review the 
ist carefully and pick out the one on which to stake his salvation. All 
other selves thereupon become unreal, but the fortunes of this self are real. 
Its failures are real failures, its triumphs real triumphs, carrying shame and 
gladness with them.” 


It seems reasonably evident that in each inventory taken by our 
ideal auditor it required an expert knowledge of the business to 
make his counting effective and useful. The mere weight or 
quantity of wool, diamonds or alloy steel is not information of 
much practical value until we know the variety of wool, the con- 
dition of the diamonds as to color and flaws and just what the alloy 
of the steel consists of. We are told that to make any one of our 
‘selves’ actual the rest must be more or less suppressed, which 
means, I take it, that we must be accountants and not valuers, 
appraisers or engineers. Most of us would hardly claim to be 
technical experts in any line of manufacturing or merchandising 
and none would claim to be qualified in all lines. On the other 
hand few would feel or admit their inability, except where the 
magnitude of the work was too great, to take engagements 
for auditing or accounting work for practically any type of 
business. 

However, because we can be little besides accountants, because 
it is a profession requiring all a man’s efforts and the exercise of 
all his abilities, it should not be thought or implied that we wish 
to avoid any responsibilities. Accountants should take full re- 
sponsibility for the verification of inventories. That verification, 
however, should be made by us as accountants and by accounting 
methods. 

We can not and should not attempt to do this work as experts, 
valuers or appraisers. The British decisions limiting auditors’ 
responsibility for inventories have been frequently decried as 
providing a refuge for incompetence and as exacting a standard of 
work below the actual practice of reputable firms. While there 
may be some truth in this it still remains that the importance of 
these decisions does not lie in their statements as to how much 
work the auditor should do or whose certificate he may accept but 
lies in the statement that the auditor is not and can not be a 
valuer. 
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This statement is correct in spite of the fact that there are 
numbers of individual accountants who are qualified to act as 
experts in particular types of trading or manufacturing. I havea 
friend in practice in New England who is probably better qualified 
to take physical inventories in cotton and woolen mills than some 
of the mill managers themselves, and he occasionally does work of 
this nature. Needless to say his practice is to some extent spe- 
cialized in textile work. However, he also has clients in other 
lines of manufacturing, as well as some in retail merchandising. 
He can not and does not attempt to take or supervise physical 
inventories in a small department store or a company manufactur- 
ing brass novelties. It seems clear that his work in dealing with 
physical inventories of cotton and woolen mills is not done as an 
accountant but is done as a textile expert which, while it is a 
totally different occupation from that of an accountant, is, of 
course, perfectly consistent with it. He does not consider him- 
self, however, as a technical expert in any other line but he is, and 
considers himself to be, competent to handle the accounting and 
auditing problems of any type of business which he is called on to 
serve. 

Another consequence of the attempt of accountants to take and 
supervise physical inventories will undoubtedly be to intensify the 
present tendency to specialize, especially in small or individual 
practices. I for one, and I do not think I am alone in this, feel 
that this tendency is not a desirable one and that it will in the 
long run tend to work against the universal and public character 
of the profession. However, if it is usually demanded—and is 
considered part of his regular work—that the accountant should 
take and value physical inventories most of us with small practices 
will be forced into the position of becoming experts in one or two 
lines of business and applying our accounting knowledge only to 
those particular businesses or industries. This, I think is a 
dangerous and undesirable development both from the clients’ 
and from our own point of view as our value to our clients is 
largely based on broad knowledge of business and varied contacts 
with the business public. 

What we are not and what we can not do has I think been 
shown pretty clearly. What we can do—and it seems to me that 
it is something at least as valuable as physical counting and 
valuing—is to make verifications from the accounting records and 
other records sufficiently accurate and reliable to enable us to 
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certify unconditionally to the correctness of the inventory as 
shown on the balance-sheet. 

In considering inventory verification we have, broadly speaking, 
two principal types of work. First, the verification of inventory 
where the audit has been performed by the same auditor for a 
number of years and where in consequence he is thoroughly famil- 
iar with the course of the business and the personnel of the organi- 
zation. The second type of work is the verification of inventories 
for special purposes or in cases where the investigation or audit 
is made once only, possibly under limited instructions. The 
problem of verification seems to be quite different in these two 
classes of work and while some methods and principles apply to 
both, they are really so dissimilar that they should be treated 
separately. 

In the verification of an inventory as part of a periodical audit 
where the work has been done continuously over several years, we 
have in general the assurance that inflation of quantities or values 
can at the worst either be done only once or must be done, if at 
all, in very small amounts because of the simple and unescapable 
fact that this year’s closing inventory is next year’s starting in- 
ventory and that as far as effect on profits is concerned, inven- 
tory inflation can affect only one year and must be carried through 
every time the inventory is taken if the original effect on the sur- 
plus is to be maintained. 

We all know as a matter of practice that in a business of any 
magnitude, or in one where accurate cost records or perpetual- 
inventory records are kept, inventory inflation requires the col- 
lusion of a number of persons if it is not to be done in such a simple 
manner as to be obvious on its face. For instance, an arbitrary 
write-up of quantities, to be concealed successfully, must be car- 
ried back to the original inventory sheets and to the stock or 
production records. This involves the work of at least one clerk 
if not more, or if the interested officer makes the alteration the 
clerks must be notified. It is hardly likely that alterations can 
be put through without any indication that the records have been 
adjusted. If the inflation is an overstatement of quantities on the 
original count collusion between the workmen, clerks and officers 
is also essential. The only other alternative to the somewhat 
involved methods described above is to make an arbitrary ad- 
justment in quantities or prices which, of course, would be quite 
obvious. 
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It is also true that in many manufacturing and trading busi- 
nesses accurate inventories are essential for control of operations, 
which would put added difficulties in the way of changing inven- 
tory figures in such a way that they would present to a qualified 
auditor an appearance of genuineness. 

Is it not true, however, that most misstatements of inventories 
whether unintentional or not have to do with questions of title and 
liability rather than of physical quantity? These are questions 
which can hardly be dealt with in any other way than by auditing 
and accounting procedures through the company’s records and 
supporting documents. I do not see how any type of physical 
count and valuation could possibly detect an attempt to inflate 
the inventory by including, say, raw materials held on consign- 
ments from a customer and to be made up, or an attempt to 
inventory goods in the company’s plant not yet paid for, for which 
liability has not been taken up. In all of the many cases where 
inventory is proved by documents, such as bills of lading or ware- 
house receipts, no physical inventory can help us. Misrepresenta- 
tion by means of documents forged, raised or improperly in the 
clients’ possession are unfortunately not unknown. We have all 
known of instances where goods were included in inventory and 
liability was not taken up—usually merely an innocent error, but 
sometimes an intentional one. These things, while admittedly 
difficuit to discover, are matters of accounts and records and have 
no relation to physical count. As a matter of fact it is quite 
possible for reliance on physical count and inspection to mislead 
the auditor seriously. We probably all know of cases where the 
auditor has been somewhat suspicious of an inventory, say of some 
commodity such as pig iron, and he has been told by the officers, 
“If you do not believe we own this stuff we will show it to you.” 
He has been taken across the street in a yard and shown large and 
impressive piles of pig iron. Some months after his certificate has 
been published he discovers that the pig iron did not belong to the 
company but had been carefully marked and labeled with the 
company’s name. The records, however, showed that it was 
quite unlikely that this material was the company’s property. 

I do not propose within the limits of this paper to rehearse the 
usual procedure followed in a careful but not unduly exhaustive 
verification of inventory. Most books on auditing give this 
procedure in full, none better than Montgomery’s standard work 
on auditing. Our attitude toward inventories should be precisely 
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the same as that toward any other balance-sheet item. We 
should do sufficient work to satisfy ourselves that we are in a 
position to certify to the substantial accuracy of every item on the 
balance-sheet, valued as stated in the balance-sheet. In order to 
give a certificate stating that the balance-sheet is substantially 
correct and presents a true and accurate view of the company’s 
position, we should make such an examination of the company’s 
records, including costs, perpetual inventory, purchase and sales, 
as will enable us to say that the general course of the business tells 
us what the inventory should be. This should be confirmed by all 
the evidence we can get that the inventory at a certain date was 
what the course of the business indicated it should be. This 
evidence, as the standard auditing procedure indicates, comes 
from a number of sources: from several independent internal rec- 
ords and in many cases from confirmation by outside parties as 
to the ownership and disposition of goods not in the client’s physi- 
cal control. One of the most important features in inventory veri- 
fication is the examination into the system and methods whereby 
perpetual inventory, if any, is kept and by which the periodical 
physical inventories are taken. Here, as in any other part of a 
company’s system, the auditor is competent to suggest and devise 
methods for the proper recording and safeguarding of the com- 
pany’s property, and it is certainly his duty to understand the 
system in force and if he can possibly suggest any improvement to 
doso. A thorough understanding of the inventory system is often 
of the greatest help in the final verification. It seems that this 
procedure would enable an auditor, without spending an undue 
amount of time and without taking on himself any functions not 
entirely within his qualifications and competence as an accountant 
and auditor, to certify and take responsibility for the substantial 
accuracy of the inventory items appearing in the balance-sheet of 
any company of which he has been the auditor for a number of 
years. 

The question of verification where work is done once only is 
somewhat more difficult. The general trend and organization of 
the business is not so well known to the auditor, records for pre- 
vious years may be unavailable or imperfect or there may be no 
time for their analysis, and, what may possibly be most important 
of all, the auditor will not know the men concerned in the work of 
taking the inventory. This, by the way, seems to be a point not 
very much stressed in anything written on his subject, but one 
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which seems to me to be of the greatest value. If we know that 
the bookkeeper and the store-keeper in a particular factory are 
men of good standing in their community and that one of them, 
say the store-keeper, is inclined to be opinionated and somewhat 
self-assertive and that the bookkeeper sometimes disagrees with 
the manager’s ideas and frequently argues things out with him, it 
would seem that it would be safer to rely on the work of these two 
men than it would be if the store-keeper was heavily in debt and 
had borrowed money from the company and the bookkeeper took 
a somewhat subservient attitude towards the manager. These 
things are hardly conclusive, but certainly should never be 
neglected. 

Practically all the standard methods of verification can and 
should be employed in the case of inventory taken under special 
conditions. However, one great safeguard present where audits 
have been made for a number of years is lacking here, namely, 
the comparative certainty that whatever is wrong with the 
inventory in one year will be corrected subsequently. Here what 
is done is final, particularly if it is a question of purchase or sale. 
For this reason even more attention than usual should be given to 
points involving the company’s title and liability. The cost and 
inventory system should be very carefully studied and tests made 
of its actual working, although here again the physical count 
seems to be among the poorer and more feeble methods. 

Many years ago on the occasion of the bankruptcy of a large 
company manufacturing heavy machinery the inventory of sup- 
plies and parts was tested by juniors from an accounting firm, 
who would count the contents of a particular bin and report back 
to a senior in charge of the perpetual-inventory records. In 
almost every case where the count disagreed with the card it was 
found that the card was correct and the count in error. It was 
also true that the juniors for the most part had only a most rudi- 
mentary conception of what they were counting. This was all 
very well in the case of bolts and screws but it would have been 
quite easy for items of some value, such as bronze valves, to be 
improperly described even if the count were correct. 

It is quite possible, in the case of some special investigations, 
although I think not in many, that inventories should be ap- 
praised in the same way and for the same purpose as plant and 
machinery frequently are. This work would supplement that of 
the auditor and would be checked by his accounting verification. 
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The purposes of the usual verification of inventory on a going- 
concern basis may be quite different from those where purchase or 
sale is expected. This is largely a question of valuation and it is 
quite possible that occasionally independent experts could 
profitably be employed. 

To sum up, accountants should and can, in all but the most 
exceptional cases, take full responsibility for their inventory 
verifications in the same way and to the same extent as they do 
for any other balance-sheet item. They should do this by means 
of the accounts and other records of the company, with the addi- 
tional corroboration of outsiders who can verify any parts of the 
inventory. Accountants are not and can not be technical experts 
in every type of business they may be called on to audit. Not 
being technical experts and, therefore, being unable to classify 
goods or materials accurately, the mere counting of goods, as to 
the type and quality of which they may be easily deceived, is of no 
real value. 

The accountant has a duty, which he is fully competent to 
perform, to suggest and devise methods and systems for inventory 
records. Accountants should endeavor to perfect themselves 
within the limits of their professional knowledge and competence 
to such an extent that they may continue to take full responsi- 
bility for inventory verification and to improve their usefulness in 
this respect to their clients and the public. They should not try 
to become universal technical experts or valuers, not because they 
are incompetent, but because the public practice of accountancy, 
properly conceived and carried out, is an occupation requiring all 
the time and attention of a man of the highest business and 
analytical abilities. 
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Covering Exchange Risks in Periods of Inflation 
(Concluded) 
By A. VAN Oss 


DETERMINING THE CAPITAL LOSS OR GAIN 


Under ordinary conditions, when head office takes over any and 
all profits or losses made by a subsidiary company during a certain 
period the latter’s capital is at the close of each such period 
restored thereby to its original amount. If after such a transfer 
the actual gold capital is more or less, a capital gain or loss has 
resulted; that is, a gain or loss not the outcome of regular opera- 
tions. 

In the examples given,* where nothing but ordinary business 
transactions took place, such an increase or decrease must be of 
the nature of an exchange profit or loss. To determine its extent 
it is, of course, necessary to compare the balance-sheets in Dutch 
florins at the beginning and the end of the period, viz.: 


Dutch florins 


Increase 
A B or 
Decreaset 
Assets 
Fixed assets...... 900 1,357 457 
Other current assets—net................... 1,800 34.50 1,765.50t 
2,700 2,015.50  684.50t 
Liabilities 


2,700 2,015.50  684.50t 


The comparison shows an exchange loss incurred by the sub- 
sidiary company of f. 1,398.50. This loss must be written off at 
the head office and the investment account will then show: 


*See THe JouRNAL oF ACCOUNTANCY for November, 1928. 


426 


¥ 
rs | 
4 
By 


Covering Exchange Risks 


In addition to the loss suffered on its original investment, head 
office has to write off the loss on subsequent currency advances. 
The balance of advance account shows an amount of f. 1,125 
receivable from the subsidiary company, or the original florin cost 
of Mk. 23,800 advanced. The subsidiary company’s liability 
being a currency liability its gold value to head office will be at 
the day’s exchange rate of .03 or f. 714. An exchange loss of 
f. 411 must therefore be written off the advance account so that 
the Mk. 23,800 receivable will be on the books at their present 
gold value. The loss is made up of: 


Loss on Mk. 3,700 advanced for capital expenditure at .06 or 3,700.03 f. 111 
Loss on Mk. 10,000 advanced for raw materials at .06 or 10,000.03 300 


f. 411 


This adjustment is the same as is ordinarily made at the close 
of a period to any account kept in foreign currency: the currency 
balance is taken at the day’s rate of exchange and the gold 
amount adjusted thereto. 

It will not be amiss to consider once more the head-office 
advances which in the first instalment of this article were as- 
sumed to be made in marks. They could, of course, just as well 
have been made in guilders and, instead of as a currency liability, 
the subsidiary company might as well have recorded them as 
being payable to the head office in gold. In that case the liabil- 
ity to head office would have been f. 1,125 instead of f. 714 as in 
the balance-sheet ‘‘B.’’ However, the remaining capital would 
have been correspondingly smaller, in this case f. 890.50 instead 
of f. 1,301.50, and the exchange loss on the capital would have 
been f. 1,809.50 or the same amount as now shown as the aggre- 
gate loss on investment and advance account together. It does 
not matter, therefore, whether head office stipulates that payment 
of its advances shall be made in gold or not. Exchange losses 
are neither caused nor prevented by such stipulations. They 
are caused by the investment of head-office funds in assets of 
which the real value goes down with the currency. It is not so 
much a question of what the subsidiary company owes head 
office, for this can be made a matter of exact book record, but 
whether or not it can pay it back. This may be determined by 
the method previously described, which, notwithstanding the 
length at which it has been discussed, consists merely of de- 
termining the net worth in gold as at a certain date. 
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ASCERTAINING THE EXCHANGE RISK 

Examining balance-sheet ‘‘B”’ (page 426), it will be seen that 
fixed assets and stocks represent the stable gold values that will 
not be subject to fluctuation and that can not be the cause of 
exchange loss. The net current assets, however, by which are 
meant domestic accounts receivable, cash and bank balances and 
other currency assets less debts payable in currency, are subject 
to further reduction in value. To cover against the exchange 
risk involved in the current-asset position of the moment, it will 
be necessary in this case to sell for future delivery an amount of 
paper marks equal to the net current assets, or Mk. 1,150, paper. 
The general method of finding the currency amount to be cov- 
ered has already been indicated. It consists of: 

(1) Transferring profits or losses to head office. 
(2) Separating the gold from the currency value. 

The amount of currency which head office has to sell for future 
delivery will then be the total net currency assets. If the outside 
currency liabilities should exceed the currency assets, head office 
will have to buy instead. 


SHOWING GOLD AND CURRENCY POSITION ON THE BOOKS 


The head-office books will now show the investment in and 
advances to the subsidiary company as follows: 


Investment account. ........... f. 1,301.50 


The aggregate is on the subsidiary company’s books repre- 
sented by (see gold balance-sheet “‘B’’): 


Other assets.................. 34.50 
f. 2,015.50 


To permit head office to display its ‘“‘gold”’ and ‘‘currency”’ 
position, or how much there is invested in gold and other values, 
the advance account may be divided into a gold and currency 
advance, and the books will then show: 


Investment account......................  f. 1,301.50 

f. 1,981 

Advances—currency (Mk. 1,150)........... 34.50 
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The currency-advance account should be kept in marks and 
florins, the mark balance *o agree with the corresponding balance 
on the subsidiary’s books. On these books a like separation 
should be made in the head-office account (Mk. 23,800), and they 
will then show: 


Head office—gold account (f. 679.50)....... Mk. 22,650 
Head office—currency account............. 1,150 


The gold account should be kept both in florins and in marks, 
the florin balance to agree with the corresponding head-office 
balance. 

This transfer permits a division of the subsidiary company’s 
gold balance-sheet “‘B”’ into self-balancing gold and paper posi- 
tions viz.: 


C. Gold balance-sheet showing division into gold and currency sections 


Assets Gold Currency 

1,981 34.50 

Liabilities 

1,981 34.50 


As long as this division and agreement with the head-office 
books are adhered to, all exchange risk will be eliminated from the 
gold position, for the head-office investment plus gold advances 
will be represented by stable gold assets of the subsidiary com- 
pany. Consequently the entire exchange risk will be found in- 
herent in the currency position. 

At the end of each book period and after the transfer of operat- 
ing profits or losses to head office a balanced currency position 
will show the amount of currency that should have been sold for 
future delivery. Herein lies a simple method of controlling the 
actual advance purchases and sales of foreign currency made to 
cover against risk, and this advantage would by itself justify the 
separation. 
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It should here again be explicitly stated that the subsidiary 
company’s books are as a rule kept in paper currency throughout 
the period of instability and will therefore not directly produce a 
balance-sheet of any practical significance. A serviceable state- 
ment of assets and liabilities in a stable currency therefore has to 
be prepared outside the books. 


MAINTAINING A COVERED GOLD AND CURRENCY POSITION 


On the date of balance-sheet ‘‘B’’ and as shown on balance- 
sheet “‘C”’ the gold as well as the currency position was balanced 
and covered. This condition will not endure and the state of 
equilibrium will be disturbed as soon as (a) assets of intrinsic 
gold value are acquired or disposed of for paper currency, or (b) 
are used in the manufacture of the product of which the proceeds 
are ultimately collected in paper, or (c) any other mutation be- 
tween gold and paper currency values take place. Nor will the 
currency position remain covered unless steps are taken (d) to 
cover the profits or losses on the sale of the product as well. 

It will be of interest to see by a few examples illustrating the 
foregoing cases how the balance may be upheld. 


(a) Capital expenditure 
If additions to the fixed assets are financed out of the current 
funds of the subsidiary company a gold asset is acquired for an 
outlay of paper money. To keep the gold and the paper section 
of the books in balance, apart from the usual entry recording the 
expenditure (1), a transfer (2) will have to be made between these 
sections as follows: 


(2) Head-office currency account ............  ...... 

To head-office gold account............ 


On the head-office books a corresponding transfer must be 

made, viz.: 
Advances to subsidiary company—gold....... ...... 
To advances to subsidiary company—currency = ~~ ....... 

These entries are in substance the same as if head office had 
advanced the gold wherewith the subsidiary company finances 
the addition and the subsidiary company had remitted to head 
office the equivalent in currency. 
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Head office has hereby created a paper liability to the sub- 
sidiary company and, to cover against the exchange risk, should 
purchase the amount in foreign currency for future delivery. 

If the additions are financed by head office no cover will be 
necessary, for the mutation would be among gold assets only and 
the entries would be: 


On the subsidiary’s books 
On the head-office books 


Advances to subsidiary company—gold....... ...... 


(b) Depreciation 


In the case of charging the depreciation of fixed assets to the 
operations a portion of the gold assets is absorbed in an asset— 
the manufactured product—for which paper is ultimately 
realized. Depreciation must therefore be calculated on the gold 
value of the fixed assets. If conditions in the foreign country 
permit, the subsidiary may accordingly charge depreciation to the 
operations in gold, and entries opposite to the above will again 
make the two sections of the subsidiary company’s books balance: 


(2) Head office—gold 

To head office—currencyaccount........ 


The corresponding entry on the head-office books will be: 


To advances subsidiary company—gold... 


In substance these entries show a gold remittance to head 
office equivalent to the value of the gold asset used, and the 
reimbursement by head office in paper. 

Head office has hereby created a paper claim upon the sub- 
sidiary company and, to cover against the exchange risk, should 
sell the amount in foreign currency for future delivery. 

Conditions in foreign countries did not, however, always permit 
this advance selling or buying. In several countries—Belgium, 
for instance—it was not permitted to give effect upon the books to 
any change in money values. Depreciation had to be calculated 
at the usual rates on the currency book values of the fixed assets 
and had to be written off in currency. The result was that the 
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books showed profits higher than actual profits. As will be seen 
hereafter (d) the book profits were likewise subject to cover 
against exchange risk and the difference between gold and paper 
depreciation was thus automatically included in the amount of 
currency sold. However, the book profits were unreal to the 
extent of the difference between gold and paper depreciation and 
if they were taken up in their entirety the head-office books would 
have shown as a profit an amount that in fact should have been 
applied in reduction of the fixed assets. This again illustrates the 
difficulty of distinguishing between capital and income in times of 
fluctuating money values. 

In case the subsidiary company for one reason or another must 
charge depreciation in paper currency, head office has to make the 
following correcting entry: 

To reserve for depreciation—subsidiary com- 

pasy......... 

To increase the subsidiary company’s reserve for 
depreciation as follows: 

Gold depreciation required.................. 

Less: Depreciation charged in currency at the 
rate at which estimated profits were covered ...... 


In this manner the subsidiary company’s book profits are cor- 
rected to the amount that will be realized and the head-office 
books will supply the missing portion of the depreciation reserve. 


(c) Raw materials and other stocks 


Raw materials and other stocks, whether bought in foreign or 
domestic markets, should be carried on the books of the sub- 
sidiary company as gold assets. Their treatment on the books 
upon purchase and use is identical with that of fixed assets and 
depreciation, and to cover the exchange risks arising from these 
transactions similar purchases and sales of currency for future 
delivery must be effected. 

It should not be thought, however, that the simple device of 
carrying stocks as gold assets will prevent exchange losses thereon 
in all circumstances. This will be the case only as long as they 
remain in their original condition or when the manufactured prod- 
uc. can be sold at an actual gold profit. 

Raw materials and other stocks are certainly gold assets. As 
soon, however, as they enter into the manufactured product they 
assume a good deal of the nature of a currency asset. The domes- 


432 


Covering Exchange Risks 


tic market price of the product does not immediately rise in pro- 
portion to the fall in the currency rates or vice versa, but lags 
behind in the movement of the exchanges. In an unstable ex- 
change market this slow response makes the use of the stocks 
subject to certain risks even if they are carried and treated as gold 
assets. 

It is, of course, quite feasible to charge the raw materials to the 
product at the currency equivalent of their gold value, but when 
the sales price depends upon domestic market conditions the 
original gold value can not always be recovered. The result will 
then appear as an operating loss which is directly, though per- 
haps not entirely, caused by the continuous fall of the exchange 
rate and the slow response thereto of domestic market prices. 
The fact that no exchange loss is shown should not lead to the 
belief that none exists. 

Whether carried in gold or not, the fact that through manu- 
facture into a product sold in the domestic market raw materials 
change from a gold into a currency asset makes their use subject 
to exchange risk. 


(d) Profits or losses 


The covering of the mutations between gold and currency 
assets would suffice to keep the paper as well as the gold position 
covered were it not that profits or losses of the subsidiary com- 
pany are yet to be taken into account. They must be covered 
if it is desired to exclude exchange risks thereon—or rather on the 
currency assets or liabilities in which they will ultimately be ex- 
pressed. They must be covered not at the time they are realized 
but in advance, i.e. at the time the expenditure on the basis of 
which the results are estimated is incurred. If they were covered 
later, the gold equivalent would, on account of intervening ex- 
change fluctuations, be different from the amount expected. 
The only way to avoid this is by covering the estimated amount 
instead. 

An estimate under unstable currency conditions is possible only 
if the ultimate proceeds and the operating expenses can be ascer- 
tained in advance. Under conditions prevailing in Germany in 
the latter half of 1923 they had to be determined almost daily, 
based upon a system of daily reports from outlying points con- 
cerning the factors determining the net proceeds, as will be 
mentioned later. 
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The expected profits will ultimately be collected in paper cur- . 


rency and to cover against exchange risks thereon head office 
must sell the amount of this currency for delivery at the expected 
date of collection. On the other hand, if a loss is expected, head 
office must buy for delivery at the time when the subsidiary com- 
pany is to be reimbursed for its loss of capital. 

By following the method of accounting and rules of covering 
outlined, a condition will be maintained where gold and currency 
assets are respectively offset by gold and currency liabilities. As 
long as this condition exists and the amount of the net currency 
assets is sold forward there can be neither exchange losses nor 
exchange profits, for both the gold and the currency position are 
then covered. 

Failure to follow in substance this method of accounting, either 
at the head office or by the subsidiary, will result in great diffi- 
culty in judging the exchange position, i.e. the extent to which 
forward sales or purchases of domestic currency must take 
place. 

On the other hand, failure to sell or purchase as the circum- 
stances made evident by these accounting methods demand will 
mean failure to cover the risk and the admittance of an element 
of speculation which, according to the exchange position and the 
ups and downs of the market, may cause a profit or a loss. 

As mentioned earlier in this article, the question whether the risk 
should be covered or not, and if so to what extent, is one for good 
judgment. The question whether or not the books should show 
the extent of the risk can be more definitely answered. Un- 
doubtedly, in periods of pronounced inflation or deflation, or 
instability of the currency beyond the fluctuations of ordinary 
times, the books should readily furnish this information. The 
remaining portion of this article will show the means whereby 
this may be brought about after—as a necessary preliminary— 
any existing exchange risk has been determined. 


THE POSITION RECORD 


The principal purpose of this article has been to discuss the 
methods of ascertaining a holding company’s exchange position 
and the more important facts and conditions that affect it. 
There now remains to be said something concerning the book- 
keeping methods by which the exchange risks are ascertained and 
covered. Necessarily the examples given herein are limited in 
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number and represent only the principal types of transactions 
that have to be considered in the actual practice of covering the 
risks. Within a large international concern a great many trans- 
actions of this kind continually take place and it is necessary to 
devise methods whereby the exchange risks may instantly be 
known in their aggregate. The financial head office, if situated 
in a country with a stable currency, is the logical center where the 
reports of these transactions will converge and where conse- 
quently the total risk in each foreign currency can be computed 
and covered. If not, it may be of great advantage to organize a 
financial center for this purpose in such a country. If for any 
reason the actual advance sales and purchases of exchange neces- 
sary to cover are made by other than the financial center, these 
sales and purchases should always be under its control. The 
computation of the exchange risks should, however, always take 
place at one central point. 

The method of computing is very simple. It consists of listing 
—separately for each currency—the subsidiary companies’ cur- 
rency transactions with the head office. The record required, 
usually called the ‘‘position’’ record, should be in columnar form, 
two columns being required for each currency—one column for 
the transactions resulting in a debit and one for those resulting in 
a credit to the subsidiary company. The total debits of the day 
or period give the amount of currency that is to be sold; the total 
credits, what is to be bought for future delivery. The two will 
partly offset each other so that each day’s cover will consist of the 
sale or the purchase of their balance. 

Inasmuch as the currency transactions must be covered 
promptly they are usually entered first in the position record and 
afterward on the other books. As will be inferred from the pre- 
ceding sections these transactions not only consist of the usual 
debits and credits passing between the offices but also of those that 
become necessary on account of the exchange conditions. They 
should, therefore, include those appertaining to additions to fixed 
assets paid out of the subsidiary company’s current funds, de- 
preciation of fixed assets, raw materials purchased in the domestic 
markets and estimated profits. Transactions of this kind, if 
originating with the subsidiary company, must be promptly re- 
ported to head office and the latter should also be furnished with 
all the information necessary to make a reasonably correct esti- 
mate of the profits. 
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It is quite evident that no gold transactions either internal or 
with outsiders need be covered as long as a gold debit offsets a 
gold credit on the subsidiary company’s books, or, in other words, 
if self-balancing gold and paper currency positions are main- 
tained. Nor is it then necessary to consider any of the sub- 
sidiary company’s internal currency transactions, for they do not 
affect the exchange position of the head office except to the extent 
that they result in a profit or a loss, and this must be considered 
separately. 

Strictly speaking, the position record should also indicate 
the approximate period for which each amount has to be 
covered, so that the record may show the foreign currency 
that must be sold or bought for delivery in say one, two or 
three months. The actual advance sales and purchases could 
then be made accordingly and the foreign currencies available 
for delivery would correspond better with the daily or periodical 
requirements. 

Whenever a large number of transactions is continually 
involved this theoretically more correct procedure need not be fol- 
lowed and the shorter method will answer all practical require- 
ments. This will be evident when it is observed that advance 
purchases or sales, equaling the difference between the currency 
to be bought and sold, are as a rule actually made from day to 
day. 

In consequence every day definite sums of foreign money 
will have to be delivered or taken. If these sums do not cor- 
respond with the requirements, there is always the expedient of 
supplementing them by additional selling or buying for cash 
and at the same time buying or selling for future delivery, 
respectively. In this way the daily requirements are made avail- 
able without disturbing the balanced position. 

The position books are not self-balancing but are merely 
memorandum records and serve only to show daily or period- 
ically the position with respect to each foreign currency, 
and thus the amount to be covered. This amount is for each 
currency controlled by the general books if all entries for 
capital expenditure, depreciation and profits or losses are period- 
ically entered thereon, for it must then agree with the aggregate 
currency balances of the corresponding currency accounts. To 
avoid serious errors this agreement must from time to time be 
ascertained. 
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EXCHANGE PURCHASE AND SALES RECORD 


The actual advance purchases and sales as well as the ultimate 
deliveries are of course recorded as they take place. The follow- 
ing entries will successively show the complete consummation of a 


purchase: 
Dr. Cr. 
Recording the obligation for future purchase of cur- 
rency from Bank. 
Florins paid for currency received. 
(3) Creditors 
Payment of currency debt. 
Recording the acquittal of the obligation for future 
purchase of currency from Bank. 


The successive entries for a sale and the final realization of the 
proceeds are: 


Recording the obligation for future delivery of cur- 
rency to Bank. 
To subsidiary company—currency account....... 
Currency received at head office. 
Florins received for currency delivered. 
Recording the acquittal of the obligation to deliver 
currency to Bank. 


Entries (2) and (3) record the actual receipt or payment of the 
currency and the actual exchange of florins for currency or vice 
versa. They are made in the regular cash or bank registers and 
posted to the ledgers in the regular way so that no further com- 
ment is necessary. 

Entries (1) and (4), however, record the assumption and the 
acquittal of the obligation to sell or buy foreign currency. It 
is, of course, quite feasible (a) actually to make these entries 
chronologically in exchange-purchase-and-sales registers; (b) to 
post the individual items to an exchange ledger wherein a purchase 
and a sales account is kept with each bank, banker or broker for 
each currency, and (c) to post the periodical totals of the two 
registers to the general ledger so as to control the exchange ledger. 


437 


DR CR. 


The Journal of Accountancy 


An adequate control of the advance purchases and sales can, 
however, be instituted in a simpler way by the use of purchase- 
and-sales registers as memorandum records only and without 
posting to any ledger. 

These registers might conveniently have the following columnar 


arrangement: 
Purchase register Sales register 
(1) Date purchased (1) Date sold 
(2) Date of delivery (2) Date of delivery 
(3) Currency bought (3) Currency sold 
(4) Rate (4) Rate 
(5) Florins payable (5) Florins receivable 
(6) Date delivered (6) Date delivered 


In each register a separate page or section could be given to 
each bank for each currency, and the entries should be made 
directly from purchase or sales slips, bank notices or other original 
vouchers. The first five columns of each register would record 
the original advance purchase or sale and the notation of the 
delivery in the sixth column the acquittal of the obligation. The 
unsettled items could be verified by comparison with periodical 
statements from banks, bankers and brokers and also with the 
internal record of the maturities of the purchase and sales obliga- 
tions. At any time the unsettled items could be drawn off, sum- 
marized by currencies, banks, maturities or in whatever way 
might be desired. 


* * * * o* 


It is not pretended that in this article full justice is done to its 
subject and it is presented to the readers of the JOURNAL with 
apologies for evident shortcomings. The main object has been 
to show accountants how to deal with a situation that may con- 
front them in their own professional or business careers. 

Definite and approved ways of dealing with exchange prob- 
lems in prolonged periods of great instability were not generally 
known before the war, and they developed only after the situation 
began to call for action and remedy. Enormous sums of money 
were lost through inaction and blundering effort, and suitable 
methods were only discovered when underlying principles 
became clearly understood. 
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The treatment of the subject has been kept as simple as pos- 
sible and clearness in examples and argument has been the object. 
The writer hopes that he has been successful in freeing from en- 
cumbrances a topic that is unnecessarily surrounded with much 
mystery and that he has been able to show it quite susceptible of 
plain demonstration. 

He also wants to acknowledge great indebtedness to his Dutch 
colleagues who did much to enlighten him on a difficult subject. 
They remedied to some extent an extreme ignorance possibly 
shared by other American accountants in whose practice such 
problems of foreign exchange and stabilization do not often 
present themselves. 
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EDITORIAL 


The court of appeals of the state of New 
York recently rendered a unanimous 
decision in a case of considerable interest 
to those who believe or disbelieve in the propriety of contingent 
fees for professional services. The case itself was unimportant. 
It was simply another instance of a personal-injury suit with 
which the courts of New York and other American states are 
clogged and with which the bar has recently been much concerned. 
In rendering the opinion of the court Judge Pound said, in part: 


Lawyers’ Liens for 
Contingent Fees 


“The fundamental question presented by the case is whether the plain- 
tiff in a personal-injury case may, under any circumstances, settle with 
the defendant and release the judgment, pending an appeal by the defend- 
ant, in disregard of the contract of plaintiff's attorneys for a contingent 
fee of forty per cent of the amount recovered. On the trial a verdict was 
rendered in favor of plaintiff for $12,500. Pending an appeal from the 
judgment entered thereon, plaintiff settled the action for $2,000, of which 

, representing their lien of forty per cent of the amount of the settle- 
ment, was set aside for his attorneys and tendered to them. The action 
was discontinued and the judgment satisfied by the defendant therein. 

‘*The settlement was made in good faith on notice to the attorneys with 
the approval of the court, given over their objection. It is not contended 
that the compensation contracted for was excessive. The plaintiff making 
the settlement is financially irresponsible. The defendant is presumed 
to be responsible. 

“The attorneys contend that as their position is ‘The same as that of an 
equitable assignee’ of the judgment (Beecher vs. Vogt Mfg. Co., 227 N. Y. 
468), their lien attaches thereto for the full amount thereof and cannot be 
affected by any settlement between the parties without their consent. . . . 

“Does an honest settlement of an action after judgment deprive the 
attorney of his lien on the judgment? Some stress is laid on the fact that 
this case was, when the settlement was consummated, subject to the 
vicissitudes of the pending appeal. This doubtless is an argument to 
sustain the good faith and expediency of the settlement, but the basic 
question is as to the client’s control after judgment in all cases. Un- 
questionably he may make an honest settlement of his cause of action 
before judgment without regard to the wishes of his attorney. (Lee vs. 
Vacuum O1l Co., 126 N. Y. 579; Peri vs. N. Y. C. R. R. Co., 152 N. Y. 521; 
Fischer-Hansen vs, Brooklyn Heights R. R. Co., 173 N. Y. 492). The lien, 
whether before or after judgment, is subject to the right of the client to 
settle in good faith. The attorney may, however, follow the proceeds to 
enforce his lien. The law does not permit the client to cheat his attorney. 
But the client is competent to decide whether he will continue the litiga- 
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tion or seek to collect the judgment or agree with his adversary in the 


o The rule is of universal application. It applies to settlements before 
and after judgment alike. neral statements that the attorney is an 
equitable assignee of the judgment or that the judgment is a higher security 
to which the lien attaches do not conflict with this holding. They must 
be read in connection with the other general principle that honest settle- 
ments made in good faith because the client prefers something certain in 
hand to the enforcement of his legal rights are not prohibited by the 
existence of the attorney’s lien. The court has approved the settlement 
in this case, pending appeal. We prefer to base our decision on the client’s 
control of the judgment rather than the pendency of the appeal. It would 
be hard law to say that a client would get nothing from a settlement of a 
final judgment under any circumstances until he had satisfied his attor- 
ney’s claim thereon in full or obtained his consent to the settlement. The 
question is not one of power to settle but one of the fairness of the settle- 
ment made.” 


, It will be noted that the court did not 

Fees Raised to 
Absurdity express any opinion as to the righteous- 
ness of the fee or of its basis. Perhaps 
the court would have approved the old argument that without the 
assistance of counsel the client would never recover anything and 
unless damages were recovered the client would be unable to meet 
the expense of suit. On the other hand, the court might have 
adopted another attitude. Accountants, who are inclined to 
think in figures, will immediately be attracted by the fact that 
had the appellants in the case succeeded they would have been 
entitled to recover from the plaintiff the sum of $5,000, whereas 
the total amount which he received from the respondent was 
$2,000. This would have been a contingent fee in excelsis, and it 
seems to us that if anyone still requires conclusive proof that the 
principle of a fee based upon results is erroneous, this case pro- 
vides the needed demonstration. Not long ago word was re- 
ceived of a case in a neighboring state which will probably be 
approved by some lawyers, but it does not seem to us that it can 
possibly be justified under any code of moral right. An old man 
driving a Ford car was struck by another and heavier car driven 
by a careless and perhaps drunken driver. The old man suiiered 
two broken ribs, his jaw was shattered and serious internai in- 
juries developed. His car was a total loss. When he was dis- 
charged from hospital he endeavored to collect damages from the 
guilty person, but he did not succeed. He then went to a man 
who is supposed to be a reputable lawyer and asked his assistance. 
The lawyer undertook to write a letter to the culprit and demand 
damages. The fee was to be fifty per cent. of whatever was recov- 
ered. It happened that the driver of the large car was impressed 
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by the letter from the lawyer and the case was finally adjusted, 
without going into court, for the sum of $1,600. The lawyer 
received $800, which seems to be a sufficient fee for writing a 
letter. He did nothing else. The man who was injured received 
barely enough to pay the hospital expenses. Is there justice in 
such a case? 


The members of bar associations who 
have been disturbed by the prevalence 
of what is commonly described as am- 
bulance-chasing certainly have reason to seek a remedy, but is not 
the remedy at hand? If all contingent fees were inhibited we 
think that the number of personal-injury suits would be so re- 
duced that the courts would not be embarrassed by their abun- 
dance. The bar of Great Britain years ago forbade the contin- 
gent fee and it is not quite clear why the American bar, with its 
splendid traditions and common sense, should still permit an 
archaic injustice. The argument which has always been used in 
support of the consent to the use of the contingent fee is that it is 
required for the good of the client. It is not altogether obvious 
that the good of the client is the sole reason for ambulance-chas- 
ing. Accountants who believe that the contingent fee is never 
justified are in the majority. Some accountants doubtless 
undertake cases in which the fee is contingent upon the results, 
but it is an eloquent fact that accountants never mention such an 
arrangement and they are certainly ashamed of it. There has, 
however, been an effort on the part of some practitioners in ac- 
countancy to abolish the American Institute’s rule against con- 
tingent fees, on the theory that there may be exceptional cases in 
which such a fee is necessary and the accountant can be trusted to 
act as a gentleman. No doubt most accountants can be so 
trusted, but it is well that there is a rule to which reference can be 
made when necessary. Perhaps it may not be unreasonable for 
the accounting profession in a moment of elation to feel slightly 
superior to any profession in which the contingent fee is still 
tolerated. 


Why Not Prevent 
Injustice? 


One of the departments of THE JOURNAL 
oF ACCOUNTANCY of which those who 
have the direction of the magazine in 
charge are justly proud is that devoted to the problems which con- 
front students. For many years THE JOURNAL OF ACCOUNTANCY 


Students’ Department 
Changes Editors 
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has contained a students’ department, and the number of letters of 
commendation and gratitude which have been received from all 
parts of the world indicate that ihe readers do greatly appreciate 
the assistance which the department has given them. The 
JouRNAL has been fortunate in having secured extremely able 
directors for the department. Looking back over the years 
one remembers such leaders as John R. Wildman, who inaug- 
urated the department, Seymour Walton and H. A. Finney, all 
of whom conducted the department in a way that was a distinct 
credit to the accounting profession. Lately Mr. Finney ex- 
pressed his desire to relinquish the duties which the editorship 
of the department involved and we have been compelled to 
accept his resignation. Readers will have noted that in the 
November JOURNAL the department appeared under the editor- 
ship of H. P. Baumann. Mr. Baumann has been assisting 
Mr. Finney and his work has been of great value. We are glad 
indeed to have the opportunity to place the department in Mr. 
Baumann’s hands and we are confident that the traditions which 
have been built up by his predecessors will be ably sustained and 
carried forward by him. 


There has been of late a recurrence of 
interest in the question of the account- 
ant’s duty with reference to inventories, 
and, as in the past, there seems to be an overwhelming preponder- 
ance of opinion to the effect that the accountant can not assume 
responsibility for inventory valuation. The subject has been 
discussed extensively, and there have been able proponents of 
both theories, but so far we have not heard any argument which 
has convinced us that the accountant may properly attempt to 
express an opinion upon the value of inventory except in unusual 
cases. It is possible that the auditor might be so familiar with 
the details of the business under audit and the class of mer- 
chandise might be so restricted and easily appraised that the 
auditor could assume full responsibility, but such cases are so 
rare that they do not justify a general conclusion to the effect 
that the accountant may assume responsibility. It has been said 
that if the accountant or his staff can not place a value upon in- 
ventories additional expert assistance can be engaged and the 
reports can be rendered to the accountant, who in turn will vouch 
for them and present them to the client; but it seems much 


Accountants and 
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simpler for the client himself to engage the expert acquainted 
with the principles of valuation and the concrete nature of the 
business. Why should the accountant assume the burden of 
responsibility for something which he does not know and can not 
be expected to know himself? Take, for example, the inventory 
of a chemical piant. Can anyone honestly believe that an ac- 
countant could verify such an inventory? He might count the 
cubic contents of vats and other containers, but what those re- 
ceptacles contained would be entirely outside the gross and scope 
of his opinion. Or does anyone really believe that an accountant 
could classify and value the stock of a jeweler? Suppose, as an 
illustration, that a tray of rubies were placed before the account- 
ant for valuation. Could he determine the difference between the 
native and synthetic ruby, when only the most expert lapidary can 
make such determination after test? It seems probable that the 
most that the accountant could do would be to count a certain 
number of red stones and regard them as rubies. They might be 
nothing more than glass. 


Naturally the proposal that the ac- 
countant should assume full responsi- 
bility for inventories meets with cordial 
approval among bankers. They are ever ready to have respon- 
sibility assumed for them. If the accountant, or anyone else, 
would guarantee the banker against all loss or possibility of loss, 
the banker would rejoice. Why should it be limited to a mere 
question of inventories? Some people say that if the accountant 
can not accept the burden of valuation he may at least verify 
quantities. Well, let us suppose that the accountant goes into 
a loft containing thousands of bales of silk, cotton or woollen 
goods. Is he to unroll each bale, measure its length and width 
and distinguish between what is silk, or silk and cotton, or silk 
and wool? Or again, suppose that he is called in to count the 
stock which makes up the heterogeneous miscellany of a depart- 
ment store. He may count various items, but it is physically 
impossible for him to count them accurately or all. Shall he be 
expected to certify that he actually verified the physical presence 
of everything from grand pianos to safety pins? Probably no one 
ever took an accurate inventory of everything in a department 
store, but even if the employees of the mercantile company itself 
were able to make such a count the accountant certainly would 
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not be able to do so. How, then, can the accountant certify to 
the accuracy of the count? But assuming, for the sake of argu- 
ment, that it were possible to make such a count, what value 
would it have unless the accountant could distinguish between 
goods currently in demand, those obsolescent and those obsolete? 
It seems to the conservative members of the profession that this 
whole question of inventory verification is replete with dangers. 
It is a natural characteristic of the present day, as it probably has 
been of all past days, for aggressive men to attempt to broaden 
their fields of activity, but history shows that it is always well 
to make haste slowly wher going into new territory. The ac- 
countant is called upon to do many things and his service to the 
community increases year by year, but certainly it is better for 
the accountant and for every other professional man to do only 
those things which he is quite sure that he can do. Omniscience 
is never a safe attribute for most of us to affect. In this issue 
of THE JOURNAL OF ACCOUNTANCY appears an able presentation 
of the question of inventory verification by M. E. Peloubet. The 
paper was read at a meeting of the New York State Society of 
Certified Public Accountants and was received with hearty ap- 
proval by nearly everyone present. From time to time the pro- 
posal to assume esponsibility for inventories arises, but as the 
years go by we do not seem to be coming any nearer to the point 
where the profession as a whole will adopt the proposed increase 
of its responsibilities. 


The Economist (London) of October 20, 
1928, discussing an address recently 
given by Sir Gilbert Garnsey, a promi- 
nent British accountant, on the limitations of a balance-sheet, de- 
scribed the balance-sheet as a “species of instantaneous photo- 
graph of a company’s financial position. The investor looks to it 
for information on two essential points—a company’s present 
solvency and its future earning power.’’ The Economist is a 
conservative and careful paper but we should hate to believe 
that a balance-sheet should indicate the future earning power of a 
company. It is admitted that the investor who can read a 
balance-sheet—it is said that there cre such investors—probably 
expects the balance-sheet to afford some indication of probable 
future earnings, but his expectation may be ill founded. A 
balance-sheet is not anything more than a photograph—it does 
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not involve television. Some of the most unfortunate financial 
reports have been misleading because someone has attempted to 
predict the future. It seems to be admitted that the president of 
a company may write a letter to the investment bankers and 
express his views of the probable future earning power. If the 
investor is willing to accept an ex-parte statement of that kind 
he has no one but himself to blame if he falls into error; but the 
accountant, it is generally considered, has no business to pro- 
phesy. He may marshal an array of statistics of past perform- 
ances and leave it to the reader to infer future probabilities, but 
it is not his duty or his right to make definite predictions and cer- 
tainly a balance-sheet itself can never give information as to future 
earning power. We have not the text of the speech by Sir Gil- 
bert Garnsey to which The Economist refers, but it is quite evident 
that the notion that a balance-sheet should prophesy is intended 
as a reply to Sir Gilbert’s arguments on the necessary limitations 
of a balance-sheet. It must be admitted that if there could be such 
a thing as a prophetic balance-sheet it would be an interesting doc- 
ument—but then, many impossible things would be interesting. 


A correspondent in the middle west 
recently received a letter from a bond- 
ing company, addressed in that intimate 
and friendly manner which is characteristic of the modern circular 
letter—the kind of greeting which one would expect from a long 
silent brother. The bonding company which displayed its 
affection for our correspondent made a tactical blunder in ad- 
dressing him, but it afforded an opportunity for the writing of a 
letter which has a great deal of interest for all who are concerned 
in the prevention of fraud. The letter follows: 


DEAR Sir: Being secretary of a certain organization in this city there 
have been sent to me as such during the past three weeks three circulars 
anent the bonding of our employees. The third and last (so far) of these 
circulars is enclosed. Of course the bonding company should have been 
more careful in selecting its mailing list and should not have included 
me and I hope they are more careful in selecting their risks. 

The covering letter states that 4,046 claims out of a total of 7,025 paid 
during 1926 were caused by dishonest employees. The leaflet enclosed 
asserts with entire and candid truth that complicated accounting systems 
and frequent audits cannot be depended upon to prevent stealing— 
referring rather too pointedly to a specific case—admits that the continued 
honesty of an employee cannot be insured and further admits that bonds 
are nota solution. It is claimed, however, that thew do act as a deterrent 
and make good the losses caused by dishonesty. 

Now, what are the facts? It is true that audits do not prevent all 
detalcations. I know nothing about the case of a ‘‘religious organization 
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in Richmond, Va."’ to which reference is made. The auditors may have 
been entirely blameless or entirely at fault. If blameless they have good 
grounds for a damage suit; if at fault it isa matter for the local state board 
or for the Institute or both. We are all apt to nod at times. But does 
anyone in his senses claim that a bond of itself has one thousandth of the 
deterrent force ascompared with regular or even irregular audits? Wherein 
is the deterrent unless where the oo calls for regular audits? Have we 
not all heard the employer, when informed that his system of internal 
check is weak, say, ‘‘ Well, he is under bond anyhow’’? Is it not a fact 
that in such a case, which is far from infrequent, the employer, on account 
of the bond, allows temptation to be thrown to the employee? Then 
when the employee is weak and falls, in how many instances have we not 
seen the bonding company decline payment of the loss on some technicality 
of the phraseology while is beyond the comprehension of the average 
employer to whom a loss caused by a dishonest employee is a loss and who 
did not consider it necessary to consult his attorney as to the meaning of 
the word ‘“‘larceny’’ as compared with “‘embezzlement’’ or some similar 
word which to him meant the same thing. Does not the bond frequently 
require audits? The leaflet does not go so far, of course, as to claim that 
audits are no deterrent but the insinuation is there. 

How often do we find an embezzlement when regular audits are made 
by competent parties? In comparison, how often are we called in by a 
bonding company to trace a loss where no audit has been made? One 
of our most valued clients is such a company. 

A policy with a bonding company or with a fire insurance company, 
while it may make good a loss, does not prevent it and while an audit may 
not always prevent, it usually does. 

Rates charged by bonding companies while low, because the majority 
of people are still honest, could be considerably reduced if the audit 
provision were always inserted in the bond and enforced. 

Yours faithfully, E. F 


There is much force in our correspondent’s contention that 
the existence of a bond does not prevent dishonesty and in point 
of fact may encourage dishonesty. ‘Shis does not mean that 
we should disparage the principle of bonding employees. On the 
other hand, the company which bonds all employees who have 
any opportunity for embezzlement is merely following the 
dictates of experience and common sense, but to rely solely upon 
the existence of a bond is absurd. 


There is always something modest and 
appealing about the advertisements of a 
man who believes that he is peculiarly 
well fitted to assist the taxpayer in the preparation of tax returns. 
Many of the so-called tax experts have a manner of self-praise 
which is altogether peculiar, and America is not the only place 
where the tax practitioner esteems himself. From an Irish con- 
temporary we quote the following: 


INCOME TAX 


You will lose money if you try to deal with your income tax affairs 
without skilled assistance, and probably, what is worse, you will not 
realise that you are losing money. The relief sections of the income tax 
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acts are complicated; even a careful perusal of the finance acts will be of 
little assistance to you. The ordinary allowances, as shown in the ex- 
planatory leaflets issued by the revenue departments, are easily under- 
stood, but most tax-payers are entitled to claim the benefit of some special 
reliefs for which formal application must be made. It is worse than 
useless to pay for advice if your informant is not properly qualified to 
eo give it to you. Obviously the most satisfactory results will be obtained 
ee by consulting a retired inspector of taxes. He has had a special training 
; in law, accountancy, and in the administration of the income tax code. 

I was a member of the British tax inspectorate until I volunteered for 
ie Irish Free State service in 1922. I continued in the Irish service until 
eS 1924, when I retired under the treaty provisions. I have had three 

. years’ experience of income tax agency work, my fees are less than those of 
—e — income tax agent, and the results I can obtain for you will be 
the 


It should be pointed out that this advertisement appears on 
a page devoted to humor, and we are not quite sure whether it is 
intended to be a joke or in serious vein, but it bears the impress 
of gravity. 


448 


% 
{ 


Terminology Department 


CONDUCTED BY THE SPECIAL COMMITTEE ON TERMINOLOGY OF THE AMERICAN 
INSTITUTE OF ACCOUNTANTS 


The special committee on terminology submits the following tentative 
definitions for consideration and criticism. (Comments from readers will be 
welcome. Letters may be addressed to the committee in care of THE JOURNAL 
or ACCOUNTANCY. 


DIVIDEND—ACCRUED: 

Strictly speaking, dividends do not accrue, the stockholder having no legal 
claim to dividends until they are declared. Although it is a loose expression, 
the ‘erm ‘‘accrued dividend” is sometimes applied to the amount of dividend 
at some usual rate that corresponds to the length of time elapsed since the last 
dividend was paid. The term is usually applied to dividends on preferred 
stock. 


DIVIDEND—ACCUMULATED: 

Where preferred stocks receive cumulative dividends, and the payment 
has been passed for one or more periods, the accumulated amount to which 
the stock has a preferential right is loosely referred to as “‘accumulated divi- 
dend.” It is accumulated preferential right to dividends when they can 
properly be paid. 

DIVIDEND—BOND: 
Dividend paid in bonds instead of in cash or capital stock, 


DIVIDEND—CASH: 
A dividend paid in money, as distinguished from a stock dividend or a 
dividend paid in property. 


DIVIDEND—CUMULATIVE: 

Preferred stocks in most cases are entitled not alone to current priority over 
common stock in right to receive dividends at a specified rate, but also, if for 
any period dividends are not paid, they must receive at a later date all the 
arrears of dividends at their specified rate before any dividend may be paid to 
holders of common stock. Dividends of such preferred stocks are called ‘‘ cumu- 
lative dividends.” 


DIVIDEND—DECLARED; 

Before dividends are paid they are usually authorized by boards of directors. 
This authorization takes the form of a ‘‘declaration” of the dividends, and 
after the deciaration the dividend authorized to be paid is said to have been 
“declared.” 


DIVIDEND—EQUALIZING: 

This is not a term having a recognized general meaning. When corpora- 
tions having different dividend dates are merged, or when a corporation 
changes its dividend date, it is usual to pay a special dividend of such amount 
as corresponds to the broken period between regular dividends. Other cir- 
cumstances may make it desirable to pay special dividends in order to avoid 
inequities. 
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DIVIDEND—EX: 

Dividends are declared to holders of stock, as shown by the stock record 
of the declaring company at a specified date. Stock sold after that date, but 
before the date of payment of the dividend, does not carry with it to the new 
owner the right to the declared dividend; it is paid to the old owner, who owned 
the stock at the specified date spoken of above. Such stock is said to be sold 
“‘ex dividend.” 


DIVIDEND—EXTRA: 

Corporations usually—but not always—have a recognized rate of dividends 
on common stock; this rate may be changed by the board of directors at any 
time. If the directors think that at any dividend date a greater dividend may 
be paid, but do not wish to commit the company to a continuance at the in- 
creased rate, they declare (a) a dividend at the established rate, and (b) an extra 
dividend, the former setting a precedent and the latter being an isolated 
payment without any presumption that it will be repeated. 


DIVIDEND—INTERIM: 

“A dividend declared before the end of a financial period either out of the 
profits which are accruing or out of the balance of profits brought forward from 
the previous period ’"—Dawson. 


DIVIDEND—LIQUIDATING: 

When corporations cease business and their affairs are wound up it is the 
practice not to wait until all the assets are liquidated, but to pay to stock- 
holders on account such moneys as may become available. These payments 
are made equally to all stock of any given class, and are called “liquidating 
dividends."’ They are not distributions of profit alone, but cover both capital 
and surplus if any exist. To the stockholder they are return of capital to the 
amount of the cost of the stock to the stockholder. 


DIVIDEND—NON-CUMULATIVE: 

If dividends (on preferred stock) are not declared for any period and the 
amount so passed is not payable out of subsequent profits the dividend is 
non-cumulative. See “ Dividend—cumulative.” 


DIVIDEND—PASSED: 
If for any period the directors of a corporation do not declare a dividend, 


the dividend is said to be “‘ passed.”’ 


DIVIDEND—PROPERTY: 

A dividend paid in property, not in cash. 
DIVIDEND—SCRIP: 

A dividend paid in some form of obligation of a corporation evidencing the 
right of the holder to receive cash or stock at a future date. 


DIVIDEND—STOCK: 

A distribution to stockholders of additional shares of stock, the capital 
value of which is transferred from surplus to capital-stock account. Common 
stockholders may receive dividends in common stock or in preferred stock of 
their company. The stock distributed must be stock of the company paying 
the dividend, or the stock of one of its fully owned subsidiaries. A distribution 
of stock of an outside company is not a stock dividend, but a dividend paid in 
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kind. Stock dividends are not taxable income, it being held that after such a 
dividend the stockholder has exactly the same interest in the company as 
before. Dividends paid in stock of outside companies are held to be equivalent 
to cash dividends; if the stock so received be sold the stockholder will still have 
the same proportionate interest in his own company as he had before the 
payment of the dividend. A stock dividend is to be distinguished from a 
split-up of shares, effected by changing the par value or the stated value per 
share without the transfer of any part of the surplus to capital account. 


DIVIDEND—UNCLAIMED: 

As stated under ‘‘ex dividend” dividends are payable at one date to stock- 
holders of record at a prior date. If stock be carried on margin, and be sold 
ex-dividend, the dividend will be paid to the broker in whose name the mar- 
gined stock stands, and should be paid by him to the owner of the stock at 
the dividend record date. For many reasons this is often difficult, and those to 
whom the dividend is due may not claim it. Almost all stockbrokers and many 
banks have accumulated sums representing these dividends for which owners 
have not been found. These funds are carried in unclaimed-dividends account. 
DIVIDEND—UNPAID: 

A dividend that has been declared but not yet paid; a cumulative dividend, 
on preferred stock, that has been passed. 


RESERVE: 

In accounting a reserve is (1) an amount reserved out of what otherwise 
would be the net worth (generally by charges currently made to operating 
accounts and in other cases in the nature of specific provision made at the close 
of an accounting period), intended to provide for liabilities believed to exist 
but not otherwise taken into account and for any difference between book and 
actual value of assets—such reserves are part of the liabilities or are applied 
as offsets to the value of assets; or (2) an amount reserved out of surplus for 
some specific purpose, such as expansion of business, retirement of preferred 
stock, etc. Reserves of this class are no more than parts of the surplus sepa- 
rated for some special use and are not liabilities. 


RESERVE—ALLOWAWNCE: 
An amount reserved before determining net worth to provide for allowances 
to debtors that will probably have to be made at the time of payment. 


RESERVE—BANKE: 

An amount of actual cash or deposit with reserve fund agent, bearing some 
definite relation to the amount of a bank’s liabilities payable on demand, that 
should be held by the bank to meet sudden demands. Such reserves are not 
shown as such on the balance-sheet of a bank and are not reserves in the ordi- 
nary sense. 

RESERVE—BENEFIT FUND: 

An amount reserved before determining net worth to provide for future 
payments under some form of employees’ benefit arrangement. As the reserve 
is for a benefit fund it should be represented by actual funds set aside. 
RESERVE—CONTINGENT: 

An account with a credit balance set up by a charge to profit and loss or to 
surplus, representing a provision out of profits for an uncertain future loss, 
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RESERVE—CONTRACTUAL: 
A special term, having no generally applicable accounting meaning. 


RESERVE—DIVIDEND EQUALIZATION: 

A part of the surplus set aside for the purpose of paying dividends at some 
future time even though at that time the business might not have sufficient 
current profits to cover the dividends. For example, some of the largest Japa- 
nese shipping companies made unusually large profits during the war, paid 
regular dividends, set aside part of the unusual profits to buy more ships, and 
provided a dividend equalization reserve to insure the payment of regular 
dividends for years to come. 


RESERVE—EXTINGUISHMENT: 
This has no technical meaning. The title should show what is to be 
extinguished; upon that might depend the kind of reserve required. 


RESERVE—FUNDED: 
A reserve represented by actual funds set aside, usually in marketable 
securities, in part or wholly. 


RESERVE—HIDDEN: 

This is not a reserve in the usual sense; it does not appear in the accounts. 
The phrase is used with reference to accounts in which some assets are stated 
below their true value or omitted, or some liabilities stated at an amount in 
excess of the true liability. These understatements of net worth are referred 
to as ‘‘hidden reserves.’’ If they were correctly stated the balance-sheet 
would have to contain a reserve to bring the surplus to the figure at which 
it stands. 


RESERVE—INCOME-TAX: 

In accounts at dates other than the end of a fiscal year, when the amount of 
income tax payable in respect of the profits is not exactly ascertainable, and 
even in accounts at the end of the year if doubts exist as to exact amount of tax 
the liability is provided for by setting up as a reserve an amount estimated 
to be the probable amount payable. Such reserves may be set up also when 
there is a possibility of government claims for increased taxes for past years. 
Ascertainable amounts of tax are to be set up as directly current liabilities, 
not reserves. 


RESERVE—INDUSTRIAL ACCIDENT FUND: 


A reserve set up before determining net worth, represented by actual funds 
set aside, to meet possible future payments on account of industrial accidents. 


RESERVE—INSURANCE: 
See ‘‘ Fund—insurance.”’ 


RESERVE—INSURANCE FUND: 
See ‘‘ Fund—insurance.”’ 


RESERVE—LEGAL: 

Insurance companies are compelled to take up as a reserve a certain propor- 
tion of the premiums received on policies not yet expired. This is a “‘legal 
reserve.” Other reserves are required by law; they, too, are legal reserves. 
The term has not a definite accounting meaning, but its meaning is either 
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clarified in each case by further words or is made clear by the accounts in which 
it is used. In Mexico and in certain European countries a certain proportion 
of the profits must be set aside as a legal reserve. 


RESERVE—LEGAL MINIMUM: 

See “‘Reserve—legal.” 
RESERVE—MAINTENANCE: 

An amount reserved before determining net worth to cover costs of mainte- 
nance. Its object is to spread equitably over operations the cost of mainte- 
nance, although that cost be actually incurred at irregular intervals and in 
unequal amounts. 


RESERVE—MINIMUM: 

See Reserve —legal.” 
RESERVE—PENSION FUND: 

An amount reserved before determining net worth and represented by 
actual funds set aside for the purpose of charging against current profits from 
time to time the amount which it is necessary to accumulate to provide for 
pensions expected to be paid in future. 


RESERVE—PROFIT-SHARING: 

It is frequently arranged that employees or others who share in profits do 
so only if certain conditions be complied with; thus the profit sharing may be 
payable only if an employee remain with the employer for a specified time. 
In such case the amount of profit that may be payable is set up as a profit-shar- 
ing reserve. Where the profit payable under a sharing plan is positively pay- 
able it is to be taken up as a direct liability, not as a reserve. 


RESERVE—RELIEF FUND: 

An amount reserved before determining net worth, and represented by actual 
funds set aside, for the purpose of providing help for certain beneficiaries— 
usually employees—in time of need. 

RESERVE—REPAIRS EQUALIZATION: 

An amount reserved before determining net worth, at a fixed rate; against it 
repairs are charged. The object is to spread equitably the cost of repairs al- 
though the actual repairs may occur at irregular intervals and in unequal 
amounts. 

RESERVE—REQUIRED: 

This is not a term having a technical accounting meaning. 
RESERVE—SECRET: 

See ‘‘ Reserve—hidden.” 

RESERVE—SINKING-FUND: 

An amount separated from the remainder of the surplus and represented by 
actual funds set aside to provide for some obligation or anticipated payment 
to be made at a future time. It is not a liability, but a part of the surplus. 
RESERVE FOR ALLOWANCES: 

See ‘‘ Reserve—allowance.” 

RESERVE FOR ACCIDENTS: 
See ‘‘ Reserve—industrial accident fund.” 
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RESERVE FOR AMORTIZATION: 

This is the equivalent of reserve for depreciation, except that it must provide 
for the extinction of the asset account by some specified time, irrespective of 
the physical condition of the asset. 


RESERVE FOR CONTINGENCIES: 

An amount set up out of apparent net worth to provide for liabilities that 
may or may not have to be paid, or to provide against any unforeseen loss 
or requirement. It is sometimes doubtful whether reserves set up for con- 
tingencies should be treated as liabilities or as part of the surplus. If there 
are no definite reasons for expecting losses the reserve would seem to be part 
of the surplus. 

RESERVE FOR DEPLETION: 

An amount set up before determining net worth to offset the depletion of 
some asset, such as a mineral deposit, that continues to be carried in the ac- 
counts at the value placed upon it before the depletion occurred. 


RESERVE FOR DEPRECIATION: 

An amount reserved before determining net worth to offset depreciation of 
fixed assets that continue to be carried at values assigned to them before they 
had suffered the depreciation for which the reserve is provided. 


RESERVE FOR DISCOUNTS: 
An amount reserved before determining net worth to provide for discounts 
allowable to debtors when their accounts are settled. 


RESERVE FOR EXTRAORDINARY CASUALTIES: 

See ‘‘ Reserve for accidents.” 

RESERVE FOR OVERHEAD: 

A reserve set up before determining net worth to cover overhead expenses; 
the object is to spread equitably over operations charges that do not mature 
regularly. 

RESERVE FOR RENEWALS AND REPLACEMENTS: 

A reserve set up before determining net worth to cover renewals and replace- 
ments of fixed assets. The object is to spread equitably over operations re- 
newals occurring irregularly. 


RESERVE FOR REPAIRS: 

See ‘‘ Reserve—repairs equalization.” 
RESERVE FOR TAXES: 

See ‘‘ Reserve—income-tax.” Such a reserve may be provided for local and 
other taxes, the object being to spread equitably over operations taxes assessed 
annually. 

RESERVE FOR UNCOLLECTABLE ACCOUNTS: 

See ‘Reserve for bad debts.” 

RESERVE FOR WEAR, TEAR, OBSOLESCENCE AND INADEQUACY: 

An amount reserved before determining net worth, similar to the reserve 
for depreciation, but specifically including in the losses of value a provision 
for those which may be anticipated as the result of changing general conditions 
and progress in the art, as well as those arising from physical deterioration. 
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STATEMENT—ANNUAL: 

A statement, rendered to stockholders and the public each year by one or 
more of the principal officers of a corporation, summarizing the operations of 
the corporation for the past year. Such statements include a condensed profit- 
and-loss account, balance-sheet and usually comment by the chairman or 
president of the corporation on the year’s business and the prospects for the 
future. Comparative figures for prior years should be and usually are given. 
Other data may accompany the principal accounts. 


STATEMENT—ARTICULATION: 

A statement in which the total of transactions of each of several classes is 
shown in its dual relation to the accounts credited and the accounts debited. 

It is prepared on a form having vertical and horizontal columns, one vertical 
and one horizontal column being assigned to each account, corresponding to a 
ledger page. Then, if the vertical columns be selected as the credit columns 
the total of items to the credit of, say, account No. 1 and to the debit of ac- 
count No. 2 would be entered in vertical column No. 1 on a horizontal line 
opposite account No. 2. The vertical footings show the total credits to each 
of the accounts, and the cross footings of the horizontal columns show the debits 
to each account. These statements are almost unknown in actual business and 
are used in teaching to clarify the minds of learners. A practical use is made of 
them in certain summaries of baseball results, showing games won and lost 
by each club, the clubs to which they have lost and those from which they have 
won. 


STATEMENT—BANK: 

This may refer to two unrelated things. If it be a bank’s own statement it 
does not differ materially from a financial statement of any other concern. 
If it be the statement of a bank to its customer it may, under modern Ameri- 
can practice, be a list of customers’ cheques paid, of other debits, of balance at 
the opening date, of deposits or other credits and of closing balance. 


STATEMENT—CASH: 
A statement of actual cash receipts, payments and unexpended balances. 


STATEMENT—CLEARING-HOUSE: 

At the close of each day's business, transacted by brokers on the stock ex- 
change, a ‘‘clearing house ’ force compiles a summary showing for every broker 
just what stocks he is to deliver and to receive and the net amount by which 
his day’s sales exceed his purchases or vice versa. Then each broker is given a 
statement of the shares of stock and cash that he must receive or deliver. All 
the cash is paid to the clearing house, its total exactly sufficing to pay those 
brokers who have cash to receive. It is the statement given to the broker that 
is usually meant by the term ‘‘clearing-house statement”; but the clearing 
house itself issues statements of total operations. 

Other exchanges, coffee, cocoa, cotton, etc., and banks have similar clearing 
methods. All such clearing organizations offset one transaction of a member 
against another so far as it can be done so that the actual stock and money 
that pass constitute a net amount for each member. 
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STATEMENT—COMPARATIVE: 

A statement, either of assets and liabilities, operations, or other matters, 
giving figures for more than one date or period, so that comparisons may be 
made. 

STATEMENT—CONSOLIDATED: 

A statement showing the financial condition or operating results, or both, of 
two or more enterprises as they would appear if they were not several, but one 
enterprise. This involves, or may involve, the elimination of inter-company 
items, such as amounts due by one of the enterprises to another, sales from one 
to another and profits made on such sales, in so far as the merchandise sold 
between companies has not been sold outside. 
STATEMENT—CONSOLIDATED INCOME: 

An income statement of the character described under consolidated state- 
ments, in which the income of two or more enterprises is stated as it would 
appear if all the transactions were those of one enterprise. 


STATEMENT—DAILY CASH: 

A statement, rendered usually to the treasurer of a corporation, showing the 
receipts and payments of the day, balance brought forward from the preceding 
day and balance at the close. The closing balance should be so stated as to 
inform the treasurer of the amount in each bank and amount undeposited; and 
notes of large liabilities falling due shortly may properly be added. The pur- 
poses for which cash has been paid and sources of receipts may be given. 


STATEMENT—EXPENSE: 
Usually this term is applied to a statement of personal expenses of travelers, 
salesmen and others. It has no precise technical meaning. 


STATEMENT—FINANCIAL: 
Has no precise technical meaning. Is applied to any statement dealing with 
the financial condition of any organization or person. 


STATEMENT—INCOME: 

See ‘‘Statement—income and expenditures”’ and ‘‘Statement—income and 
profit-and-loss.’’ A statement of income without expenditures should not be 
made—unless there are no expenditures, when it becomes a subject for joy. 


STATEMENT—INCOME AND EXPENDITURES: 

This term is properly applied to statements showing the amounts of income 
and of expenditures of (1) professional businesses on a cash basis, (2) personal 
accounts on a cash basis, (3) trusts, charities, societies, colleges and kindred 
institutions receiving income from fees, gifts, endowments and investments. 
It should not be used in mercantile business. Capital expenditures and re- 
ceipts from realization of capital assets are usually excluded. 


STATEMENT—INCOME AND PROFIT-AND-LOSS: 

This is a title given to some statements in which the profit-and-loss account 
is divided into two sections, one (the income section) containing ordinary 
business income and expense, the net result of which is carried down to a 
profit-and-loss section, which takes up any additional income not arising from 
ordinary business and items of expense that are considered as not properly 
chargeable against ordinary business. The line of division is nebulous; it needs 
careful consideration in each case. 
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EpITED BY STEPHEN G. RusK 


Whether or not the United States board of tax appeals is bound by its own 
rules of practice will be a question that the United States supreme court will 
have to answer. 

The Schultz Bread Company filed a petition with the board October 15, 
1926. On December 20, 1926 (sixty-six days after the appeal had been filed) 
the commissioner moved for an extension of one hundred and twenty days 
within which to answer the taxpayer's petition. The extension was granted 
by the board. The petitioner then moved to vacate the order extending the 
time for filing answer and for final judgment by reason of the commissioner’s 
failure to answer the petition within the time set by rule 14 of the board’s rules 
of practice. The board denied the petitioner’s motion to vacate the order and 
for judgment by default. 

The petitioner then petitioned the District of Columbia supreme court for a 
writ of mandamus ordering the board to enter judgment against the com- 
missioner by default and to make final determination under rule 50 of the 
board's rules of practice, and the court issued the writ asked. No comment or 
opinion of the court was made upon the granting of the writ. The board has 
noted an appeal and the case will go to the United States supreme court. 

In the taxpayer’s mandamus action it contended that ‘‘rules of court are 
binding upon both the court and the parties.’ The board’s reply was that 
discretion is vested in courts to suspend particular cases from the operation of 
their rules, and that a court has the inherent power to suspend a rule of its own 
making. 

Remembering that the board will not entertain petitions of taxpayers arriv- 
ing one day over the sixty-day period for filing such petitions, and recalling 
its solemn injunctions to taxpayers that this rule must be rigidly adhered to, 
this present case is a source of amused interest tc those whose petitions arrived 
after four o’clock in the afternoon of the sixtieth day. It will be interesting to 
learn whether or not in tax cases ‘‘sauce for the goose is sauce for the gander.” 

Inventories must be taken at cost or market, whichever is lower, according 
to sound accounting principles and according to rules laid down by the com- 
missioner of internal revenue. However, in the case of Samuel Zimmern v. 
D. B. Heiner, decided by the United States circuit court of appeals for the fifth 
circuit, it appears that this rule was not meant to apply. 

The circumstances in which this decision was made, are, briefly stated, as 
follows: 

Samuel Zimmern at the end of the year 1919 had goods on hand that he was 
obligated to deliver on a sales contract at a price less than cost and less than the 
prevailing market price of similar goods. He priced the raw material included 
in his inventory at less than cost, presumably because of the sales price at 
which he was obligated to deliver his product. The court held that thus valu- 
ing his raw material constituted an anticipation of a loss in 1919 and denied 
the taxpayer’s right so to inventory. 
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Without questioning the correctness of the adjudication in this case, the 
decision raises some nice questions upon the subject of inventory valuations. 
If an inventory is taken ‘‘at market” and subsequently the market value de- 
creases, is a taxpayer to be judged as having anticipated a portion of a loss he 
will sustain later? Accountants will undoubtedly find this question of interest. 


SUMMARY OF RECENT RULINGS 


A corporation in the business of purchasing and exporting iron, steel, metals 
and machinery for principals in foreign countries on a commission basis was 
held to be entitled to nominal-capital classification for 1917 and personal- 
service classification for 1918, and to a refund in the difference between the 
tax paid for such years and the amount of taxes owed by the stockholders 
thereof for 1918 upon their unreported distributive shares for such year, col- 
lection of which is barred by the statute, with interest thereon. (U.S. court of 
claims, L. E. Frankel, Inc. v. United States.) 

Amount recovered in 1920 on a debt ascertained to be worthless and charged 
off by a corporation in 1919 is income to the corporation, where upon the sale 
in 1919 of 50 per cent. of the stock of the corporation, the new stockholders 
agreed that any recovery on such debt should go to the old stockholders “after 
deducting any taxes on same and any back charges of government taxes that 
may arise after 1918 and 1919 tax reports are reviewed by the government,” 
such provision being for the benefit of the corporation. (U. S. district court, 
W. D. Washington, S. D., Nott Atwater Company v. Burns Poe, collector.) 

The tax of affiliated corporations entitled to special assessment for 1918 
under sec. 328, act of 1918, should be computed by applying the ratio of profits 
tax to net income determined under sec. 328 to the 1918 income remaining 
after deducting therefrom a net loss sustained in 1919. (U.S. court of claims, 
Bell & Company and Hollings-Smith Co., affiliated corporations, v. United 
States.) 

The refusal of a corporation, organized in 1920 to take over a business con- 
ducted in that year as a partnership by the former stockholders of a corporation 
which dissolved in 1919, to take over certain accounts receivable does not es- 
tablish the worthlessness of such accounts in 1920. (U.S. circuit court of ap- 
peals, fifth circuit, Charles D. Carr v. Commissioner.) 

Amounts paid in 1918, 1919 and 1920 by the taxpayer to his mother and aunt 
for their support were held not deductible in such years as a loss, the trans- 
actions not being closed, where paid pursuant to two agreements, one entered 
into in 1905 whereby property of the taxpayer, his mother and his aunt was 
transferred to a corporation, the stock of which was held in trust by the tax- 
payer, who agreed to pay the living expenses of his mother and aunt, the other 
entered into in 1914, whereby the mother and aunt transferred to the trustees 
all their interest in the stock of the corporation and all other property which 
they owned and the trustees agreed to furnish support to their mother and 
aunt, such payments being for a capital asset. 

Amounts paid by a stockholder to advertise corporate property are not de- 
ductible as a loss, such expenditures being in the nature of a capital expenditure 
which might enhance the value of the taxpayer's stock. (U. S. circuit court of 
appeals, eighth circuit, Thomas H. Martin v. Commissioner.) 

he elimination by the commissioner of an improper deduction on a 1917 
return filed on the basis upon which its books were kept pursuant to sec. 13 (d), 
act of 1917, by a corporation keeping its books on the accrual basis, does not 
constitute a rejection of the ‘‘basis” upon which the return was filed, thereby 
entitling the taxpayer to have its income for such year computed on the cash- 
receipts-and-disbursements basis, the commissioner having the authority under 
the act to make any such corrections in the items as may be necessary to reflect 
true income on the basis adopted. (U. S. district court, S. D., New York, 
American Can Company, et al. v. Frank K. Bowers, collector.) 

Income from paving contracts with a city and county, requiring the con- 
tractor to maintain the pavements for five years without charge, may not be 


458 


Income-tax Department 


reported as income in the last year of the maintenance period by a taxpayer 
sqporting on the completed-contract basis, such contracts, however, averaging 
six months from start of work to receipt of contract price. (U. S. district court, 
W. D. Pennsylvania, E. J. Harrison and H. R. Donnelly, receivers, v. D. B. 
Heiner, collector.) 

Suit against a former collector can not be maintained for the recovery of 
taxes where not paid under protest and no demand for their refund had been 
made upon him or the commissioner during his term, the remedy being by 
action against the United States. (U. S. district court, W. D. Pennsylvania, 
E. J. Harrison et al., receivers, v. C. G. Lewellyn, former collector.) 

A manufacturer was allowed to recover the amount of excise taxes paid on 
sales of spark coils and timers though no bond had been filed in accordance 
with the appropriation act of February 28, 1927, since the appropriation pro- 
vided for in that act had lapsed. (U.S. court of claims, Wells Manufacturing 
Company v. United States.) 

Such part of the amount received by the sole stockholder from a corporation 
during 1918 and 1919 in the form of a salary pursuant to a written contract as 
in fact constituted a distribution of profits, is taxable to the recipient as such. 
The commissioner had refused to allow the corporation to deduct the full 
amount of the aforementioned payment as a salary expense. 

Taxes for years 1918 and 1919 voluntarily paid during 1919 and 1920 re- 
spectively and without protest may be recovered in a suit pending at the time 
sec. 3226, Revised Statutes, was amended to make proof dito and protest 
unnecessary. (U.S. circuit court of appeals, second circuit, Daniel Winant, et 
al., executors, v. Bertram Gardner, former collector.) 

Taxpayer obligated under firm sales contracts at the end of 1919 to sell its 
product at a price less than cost of manufacture and less than ve ray market 
price of similar merchandise may not anticipate the loss in 1919 by inventory- 
ing, at less than cost (inventory taken at cost), raw material suitable for the 
contract but not specifically appropriated to it. (U.S. circuit court of appeals, 
fifth circuit, Samuel Zimmern v. Commissioner.) 

Amount of dividend paid by interest-bearing notes of a corporation should 
be deducted prior to the payment of the notes in computing invested capital, 
the part of the dividend so paid in notes thereafter constituting borrowed 
capital. (U. S. district court, W. D. Pennsylvania, Logan-Gregg Hardware 
Co. v. D. B. Heiner, collector.) 

The United States is a necessary party to a suit in equity brought to cancel 
a waiver of the statute of limitations on collection, executed by the complain- 
ant, alleged to have been obtained by fraud and duress, such waiver being for 
the use and benefit of the government. (U. S. district court, Oregon, Electric 
Steel Foundry v. Clyde G. Huntley et al.) 

Transfer of mere legal title to farms made five days before death of decedent 
in 1925, was held not to have been made in contemplation of death and there- 
fore not includable in gross estate for estate-tax purposes where in 1919 the dece- 
dent who was at that time 74 years of age but in sound health, made parol gifts of 
the farms located in Kansas, to his four sons who immediately took possession, 
made lasting and valuable improvements and treated the property as their 
own, such parol gift being held valid and enforceable under the laws of Kansas. 

The defendant’s request for supplemental findings as to the question of 
estoppel on the theory that the decedent for the taxable years subsequent to 
the year in which a parol gift of land had been made had taken in his income- 
tax returns, on account of such property deductions for depreciation and state 
taxes, was denied, the evidence not identifying the credits taken on such returns 
introduced in evidence, and the affirmative defense of estoppel not having been 
raised by the pleadings. (U. S. district court, Kansas, Fred Beeler, Jr. et al. v. 
H. H. Motter, collector.) 
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H. P. BAUMANN, Editor 
PROBLEM ON CONSOLIDATION 


Editor, Students’ Department, 
The Journal of Accountancy, 

Str: I am a very keen reader of THE JOURNAL OF ACCOUNTANCY, published 
by the American Institute of Accountants, and admire your solutions and 
criticisms to points relating to accounting principles. 

I am taking the liberty of enclosing a problem on consolidations relating to 
matters of accounting principle upon which I am so far unable to obtain correct 
application, and I have also failed to find any accounting book which discloses 
the treatment of such matters, viz.: 


(a) Bond-redemption sinking-fund reserve: is the balance on this account at 
the date of acquisition a proper addition to surplus in estimating the 
value of goodwill? 

(b) General contingency reserve and other similar reserves: same as above? 

(c) Does the surplus balance in the holding company at the date of acquisi- 
tion of the subsidiaries form any part in arriving at the total goodwill 
in the consolidation? 

(d) Should negative goodwill in one subsidiary be deducted from positive 
goodwill in another subsidiary when consolidating them? 


This problem is one that was set in the chartered accountant examination 
held in Montreal on November 12, 1926. I would appreciate it if you would 
be kind enough to ——— a solution of this problem, provided it is not con- 
trary to the rules of your department. 

Hoping this will meet with your kind favor, and thanking you in advance, 

Yours truly, 


EDWARD TIGHE. 
Montreal, Quebec. 


Problem: 


On January 1, 1926, the Vernon Corporation purchased all the stock of the 
James Bay and Churchill Corporations, paying the following prices for them: 


These figures represent the actual values of the corporations at this date. 

At the date of purchase, the Vernon Corporation held $100,000 of the 6% 
bonds of the James Bay Corporation. These appear in the Vernon Corpora- 
tion balance-sheet at their face value. 

The following are the balance-sheets and profit-and-loss statements of the 
three corporations for the period ended June 30, 1926, after the first six 
months’ operations: 


BALANCE-SHEETS 
VERNON CORPORATION 


300,000 . 00 
Loans at 8% with interest accrued: 

$104,000.00 

Equipment, machinery, buildings and land................ 600,000 . 00 
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Investments: 
Bonds with interest accrued: 
Bay Corporation................ $103,000.00 
$144,000.00 
Ordinary and preferred stock: 

James Bay Corporation................ $1,400,000 .00 

Churchill Corporation................. 600,000.00 $2,144,000.00 
$4,710,000.00 
Reserves for depreciation on buildings, machinery, equipment, 

Capital: 

$1,600,000. 00 
Surplus: 
Balance as at January 1,1926............. $4,000.00 
Net profits for the six months to June 30, 
Dividends received from subsidiaries during 
six months to June 30, 1926............ 230,000.00 654,000.00 
$4,710,000 .00 
Contingent liabilities on bills and notes discounted, $150,000.00 
James Bay CORPORATION 
Bond-redemption sinking fund: investments at cost and cash 

Equipment, machinery, buildings and land................ 800,000 .00 

$2,438,000 .00 
$100,000.00 
Loan from Vernon Corporation at 8%: 

4,000 .00 104,000.00 
$400,000 .00 
Bond-redemption sinking fund... 99,000 .00 
Reserves for depreciation on buildings, machinery, equipment, 

General contingency reserve... 58,000 .00 
— 
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Surplus: 

Balance as at January 1, 1926............ $155,000.00 

Less: Dividend paid Jan. 31, for six months 
$5,000.00 
Profit for six months to June 30, 1926....... 174,000.00 
$179,000.00 

Deduct: Transferred to bond- 
sinking fund for period. . 6,000 .00 

Transfer to general contingency ‘reserve for 


438,000. 00 


Contingent liability on bills and notes discounted, $50, 000. 00 


Note.—(a) The credit to bond-redemption sinking fund was made up as 


follows: 
a January 1, 1926, By balance............ $90,000. 00 
June 30, 1926, By income from B. R. 
S. F. investments. . . 3,000 .00 
June 30, 1926, By surplus............. 6,000 . 00 
$99,000 . 00 
Nore.—(b) The credit to general contingency reserve was made up as 
follows: 
January 1, 1926, By balance........... $50,000.00 
June 30, 1926, By surplus............. 8,000.00 
$58,000.00 
CHURCHILL CORPORATION 
Equipment, machinery, buildings and land................ 400,000 . 00 
$1, 437, 000. 00 
Reserves for depreciation on buildings, machinery, equip- 
Loan from Vernon Corporation at 8 
2,000 . 00 52,000.00 
Capital: 


Students’ Department 


Surplus: 
Balance at January 1, 1926............... $82,000.00 
Less: Dividends paid Feb. 15, 1926, on ordi- 
nary and preferred stock for six months to 


$2,000.00 
Profit for six months to June 30, 1926....... 83,000.00 $85,000.00 


$1,437,000. 00 
Contingent liability on bills and notes discounted, $60,000.00 


PROFIT-AND-LOSS STATEMENTS 
Vernon James Bay Churchill 


Deduct: Cost of goods sold and contracts 

Add: Bond interest received and accrued. . 5,000 
Interest on loans to subsidiaries......... 6,000 


$550,000 $255,000 $116,000 
Deduct: Selling, administrative and other 


$430,000 $205,000 $93,000 
Deduct: 

~ profit from operations............ $430,000 $189,000 $91,000 

educt: 

Depreciation charges for period. ..... 10,000 15,000 8,000 
Add: Dividends received from subsidiaries 230,000 


Included in the Vernon Corporation figure for net sales is $230,000 for some 
capital constructional work carried out on buildings, etc. of the James Bay 
Corporation. The cost to the Vernon Corporation for the execution of this 
contract was $100,000. The James Bay Corporation has paid $150,000 on 
account of this work done and appears as a debtor in the Vernon accounts for 
the remainder. For the purposes of this constructional work the Vernon Cor- 
poration had purchased for $30,000 from the Churchill Corporation some 
materials which cost the latter $27,000. The Vernon Corporation has paid to 
the Churchill Corporation $10,000 on account of this $30,000 and has given it a 
note for the remainder which note the Churchill Corporation has discounted. 

Included in the inventories of the James Bay Corporation are some goods, 
which it purchased during the six months from the Vernon Corporation for 
$80,000. These goods cost the Vernon Corporation $50,000. On account of 
the $80,000 the Tomes Bay Corporation has paid $20,000 in cash. It has 
given the Vernon Corporation two bills for the remainder, one for $50,000 which 
the Vernon Corporation has discounted and is still outstanding, and one for 
$10,000 which the Vernon Corporation still holds. 
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In addition to the above the James Bay Corporation purchased during the 
six months from the Vernon Corporation for $20,000 some merchandise which 
it sold during the period for $28,000. It appears in the accounts receivable 
of the Vernon Corporation for the whole $20,000. This merchandise cost the 
Vernon Corporation $12,000. 

Show by means of a working sheet, the figures that you would include in a 
consolidated balance-sheet for the three corporations as at June 30, 1926, 
Draw up 2 consolidated balance-sheet. 

Prepare a consolidated profit-and-loss statement for the three corporations 
for the period, amending the above form as you think fit. 


Solution: 

When, as in this problem, the holding company carries its investments in the 
subsidiaries at cost the balances in the investment accounts represent the book 
values of the subsidiaries at the date of purchase, plus any goodwill, or minus 
any capital surplus or negative goodwill. The amount of the goodwill or capi- 
tal surplus may be ascertained by eliminating the book value of the subsidiary 
at the date of acquisition. 

The following statement shows the book values of James Bay Corporation 
and Churchill Corporation at the date of acquisition (January 1, 1926). The 
bond-redemption sinking-fund reserve and the general contingency reserve are 
included as they are surplus reserves (appropriated surplus). 


James Bay Churchill 
Corporation Corporation 


Capital stock—7 % preferred.................. $400,000 
$1,000,000 400,000 
Bond-redemption sinking-fund reserve.......... 90,000 
General contingency reserve................... 50,000 


Book value at date of acquisition (January 1, 


The Vernon Corporation paid $1,400,000 for the capital stock of James Bay 
Corporation, a company with net assets of $1,295,000. If the net assets were 
understated, and, further, if the amount of the understatement of such assets 
were known, adjustment should be made in the consolidated working papers to 
state correctly the asset valuations. However, these facts are not given in the 
problem, and the customary procedure of considering the excess of the cost over 
the book value, $105,000, as a payment for goodwill is followed in consolidating 
the accounts. 

On the other hand, the Vernon Corporation paid $600,000 for the capital 
stock of Churchill Corporation, a company with net assets of $882,000. The 
excess of the book value of the capital stock acquired over the price paid is 
known, generally, as negative goodwill or capital surplus. 

The problem states that the purchase prices of the subsidiary companies 
represent the actual value of the companies. It may be assumed, therefore, 
that the net assets of Churchill Corporation were overstated on the books of the 
corporation at the date of purchase to the extent of $282,000. If the amount 
of the overstatement of the particular assets could be determined, the negative 
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goodwill should be deducted on the consolidated balance-sheet from the over- 
valued asset or assets. As this information is not given, the accepted practice 
of reducing negative goodwill of $282,000 by the amount of the positive good- 
will on the books of the subsidiary, Churchill Corporation ($200,000), is fol- 
lowed in this solution. The excess of $82,000 is shown as a reserve for revalua- 
tion of subsidiary assets. 

The earnings of the James Bay Corporation for the six months’ period would 
seem to sustain its goodwill and there is no apparent reason to reduce this 
positive goodwill by the amount of the negative goodwill of the Churchill 
Corporation, although such practice is followed occasionally because it is more 
conservative. 

Key to eliminations (see working papers beginning on page 467) 
(A) Accrued interest on bonds of the James Bay Corporation held by the 


Vernon Corporation. 
(B) Loans at 8% with accrued interest due the Vernon Corporation: 


James Bay Churchill 
Corporation Corporation Together 


er 4,000 2,000 6,000 


(C) Book value of James Bay Corporation at date of acquisition. 
(D) Book value of Churchill Corporation at date of acquisition. 
(E) Balance due Vernon Corporation from James Bay Corporation: 


150,000 


(F) Note of the Vernon Corporation given to Churchill Corporation and 
discounted by the latter company. 
(G) Notes of the James Bay Corporation given to the Vernon Corporation: 


(H) Amount due Vernon Corporation from James Bay Corporation on open 
account. 
(I) Interest on loans of subsidiaries: 


2,000 
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(J) Bond interest received by Vernon Corporation from James Bay Corpo- 

4 ration. 

! (K) Purchase of materials by Vernon Corporation from Churchill Corpo- 
ration. 

(L) Purchase of goods by James Bay Corporation from Vernon Corporation. 

(M) Additional purchase of goods by James Bay Corporation from Vernon 


Corporation. 
Key to adjustments 
(1) 
Notes and bills receivable. $260,000 
Notes and bills receivable discounted. ............ $260,000 


To take up the notes and bills receivable discounted 
by the following: 


Vernon Corporation................ $150,000 

James Bay Corporation............. 50,000 

Churchill Corporation.............. 60,000 

(2) 

Cost of goods sold and contracts executed.......... 100,000 
Reserve for inter-company profit on construction. .. . 130,000 


To adjust the sales and cost-of-goods-sold accounts 
and to set up reserve for inter-company profit on 
construction of buildings, etc., constructed for the 
James Bay Corporation by the Vernon Corporation. 


(3) 
Cost of goods sold and contracts executed............ 3,000 
Reserve for inter-company profit on construction... . 3,000 


To set up the additional inter-company profit on 
the construction of buildings, etc. arising from the 
sale to the Vernon Corporation by the James Bay 


Corporation: 
27,000 
| Inter-company profit............. $3,000 
(4) 
‘ Cost of goods sold and contracts executed............ 30,000 
Reserve for inter-company profit in inventories. .... . 30,000 


To set up reserve for inter-company profit in inven- 
‘ tories on goods purchased by James Bay Corporation 
from Vernon Corporation, which goods were included 
in the inventory of James Bay Corporation. 
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(S) 
Reserve for revaluation of subsidiary assets........... $200,000 
To write off the recorded positive goodwill of the 
Churchill Corporation. 
(6) 
Surplus—James Bay Corporation.................. 3,000 
Interest from bond-redemption sinking-fund invest- 
To record the income from sinking-fund investment 
which was credited to the sinking-fund reserve ac- 
count. 
(7) 
Surplus—Vernon Corporation...................... 230,000 
Dividends paid by subsidiaries.................... 230,000 
To eliminate the inter-company dividends paid. 
VERNON CORPORATION AND SUBSIDIARIES 
JaMEs Bay CORPORATION AND CHURCHILL CORPORATION 
Consolidated balance-sheet, June 30, 1926 
Assets 
Current assets: 
Cash in hand and in bank.......... $520,000 
Notes and bills receivable.......... $1,230,000 
Less: Notes and bills receivable 
Accounts receivable............... 1,386,000 
Less: Reserve for inter-company 
profit in inventories............. 30,000 1,050,000 $3,996,000 
Bond-redemption sinking fund: 
Investments at cost and cash in hands 
Investments: 
Bonds with interest accrued........ 41,000 
Capital assets: 
Equipment, machinery, buildings 
Less: Reserve for depreciation... . - . $200,000 
Reserve for inter-company profit 
OM 133,000 333,000 1,467,000 
155,000 
$5,758,000 
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Liabilities and net worth 
Current liabilities: 
Notes and bills payable............ $310,000 
Accounts payable. ................ 1,336,000 
Bond interest accrued.............. $12,000 


Less: Bond interest accrued on treas- 


Bonds—6% (James Bay Corporation) . . $400,000 
Less: Treasury bonds held by Vernon 
100,000 300,000 
Reserve for revaluation of subsidiary 
82,000 
Net worth: 
Capital stock: 
8% preferred stock.............. 1,600,000 $3,200,000 
364,000 
Bond-redemption sinking-fund __re- 
General contingency reserve......... 58,000 3,721,000 
$5,758,000 


VERNON CORPORATION AND SUBSIDIARIES 
James Bay CorPoRATION AND CHURCHILL CORPORATION 


Consolidated statement of profit and loss for the period January 1, 1926, to 
June 30, 1926 


$3,100,000 
Cost of goods sold and contracts executed... 2,353,000 
Gross profit on sales and contractS..............0eeeeeeeee $747,000 
Deduct: Selling, administrative and other expenses.............. 193,000 
Profit from operations before depreciation. ................. $554,000 
Deduct: Depreciation charges for the period. ................00+ 33,000 
Profit from operations after depreciation. .................4. $521,000 
Add: Bond interest received and accrued. .............. $2,000 
Interest from bond-redemption 
9,000 


ury bonds held by Vernon Corpo- 
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Note.—Presumably the depreciation on the capital assets has been charged 
on the basis of cost to the separate corporations, including inter-company 
profit on any construction. If this be the case the consolidated depreciation 
has been overstated to the extent of the depreciation charged on such inter- 
corapany profit on the construction of the buildings, etc. of the James Bay 
Corporation. 

\ The points raised by Mr. Tighe in his letter are considered in the following | 
comments: 

(a) and (b) Appropriated surplus (surplus reserves) should be considered 
with the surplus and capital stock of the subsidiary in ascertaining the book 
value to be eliminated in the consolidated working papers. Bond-redemption 
sinking-fund reserves and general contingency reserves are surplus reserves and 
are, therefore, included in the book value of the subsidiary. 

(c) Goodwill arising in the consolidation is the excess of the cost of the sub- 
sidiary over the book value thereof. The surplus on the books of the holding 
company does not enter into the computation of such goodwill. 

(d) No invariable rule may be followed in the treatment of negative goodwill 
or capital surplus. Accountants are generally agreed upon the practice of 
applying the excess of the book value over the cost of any subsidiary against 
any positive goodwill of the same company. Some accountants recommend the 
writing off of negative goodwill against any positive goodwill, wherever found in 
the consolidation, because such practice is more conservative. It would be 
well, however, before applying the latter method to consider whether the values 
of any of the assets of the companies (including any recorded goodwill) were 
overstated or understated. 
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Book Reviews 


LAWS OF MANAGEMENT APPLIED TO MANUFACTURING, by 
L. P. ALrorp. The Ronald Press Co., New York. 266 pages. 
‘“‘Management is the art and science of organizing, preparing and di- 


recting human effort applied to control the forces and to utilize the 
materials of nature for the benefit of man.” 


This is the definition of scientific management as adopted by the American 
Society of Mechanical Engineers in 1921. What a wide range of human 
activities is covered by this definition is slightly indicated by the list of some 
three hundred books, magazine articles and technical society papers contained 
in the 1920 edition of the Accountants’ Index, dealing with every variety of 
management from washing windows to systems of wage payments; and every 
month since has seen the issue of some new books or articles on the sub- 
jects. With all this bewildering mass of technical studies it was high time 
somebody collated and stated the underlying fundamental laws and principles 
of scientific management in language that the average intelligent business 
man can understand. 

In Laws of Management A pplied to Manufacturing, Mr. Alford gives us some 
fifty fundamental laws or principles governing scientific management. The 
book is based upon his paper which won the Melville Medal of the American 
Society of Mechanical Engineers last year as the outstanding professional con- 
tribution to the society during the year. The paper has been extended and 
amplified by examples drawn from leading manufacturing concerns and from 
men in positions of authority, a very necessary feature when trying to educate 
business men proverbially suspicious of theories. 

Scientific management is no new thing. Mr. Alford traces it back as far as 
1644 B.c. in the pottery manufactures of China, and it is safe to say that it had 
its primitive beginnings with eolithic man when he who was most skilful in 
making stone weapons and tools was employed, and employed others, in this 
manufacturing. The best way of doing a thing became a folk-way, and ‘‘in 
these folk-ways we find the origin of manufacturing fundamentals.” As with 
every other phase of civilization, it has been a long, weary, painful process, this 
trying to find the best way to do things in the face of mass inertia, stupidity 
and ignorance. In our own times the mutterings of the storm of objection and 
ridicule that burst on the heads of such pioneers as Taylor, Gantt, and others 
are still to be heard. It is not so long ago that even so great an exemplifier of 
management as applied to mass production as Henry Ford said in his auto- 
biography (in reference to the phase of organization), ‘To my mind there is 
no bent of mind more dangerous than that which is sometimes described as 
the ‘genius for organization,’’’ and proceeds to poke fun at the organization 
chart. However, he has probably discovered by this time that, like Monsieur 
Jourdain, he has been writing prose all his life without knowing it! The great 
war enforced the need of rapid, smooth-flowing methods of mass production 
and for America at least brought as a by-product the adoption of the scientific 
management which has made the amazing history of production since 1914. 
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The manufacturer who sneers at the “pretty pictures” of management en- 
gineers and cost accountants today is headed for the scrap-heap. 

That the first element of the definition of management, organization, is only 
lightly touched upon in this book is no detriment, for it is obvious that any 
man or group of men starting out to organize a factory—choosing a site, plan- 
ning buildings, etc.—would call in an expert. As the book is intended for 
general readers and not solely for engineers, Mr. Alford therefore concentrates 
on preparing and directing a going concern, and he explains the application, 
with ample examples and illustrations, of some fifty laws which underlie all 
successful operation. As he says, attempts have been made to reduce these to 
fewer fundamentals but the complexities of management methods practically 
forbid. Yet perhaps his law of production control (p. 125) might well stand 
as the basis of all, viz: 


“The highest efficiency in production is obtained by producing the 
required quantity of product, of the required quality, at the required 
time, by the best and cheapest method.” 


Out of this law must necessarily grow the laws of leadership, executive work, 
material management, wage payment, etc., etc., each fundamental in its group 
but all subordinate to the main law of production. 

Many, I am sure, will enjoy the chapter on specialization and standardiza- 
tion, the one the bane of the labor unions and the other of the intelligentsia. 
The author carefully shows that specialization is nothing more ncr less than 
division of labor, while standardization refers less to the product than to its 
quality, tools and methods. And the last chapter, ‘‘The spirit of the laws,” 
is a timely and cheerful bit of philosophy which might be read with profit by 
those critics, European and American, who can see in American enterprise 
nothing but dollar-madness. Production can not exist without profit, it is 
true, but profit does not come from production per se but from the satisfaction 
of the desire for that product. In short, the spirit of all laws, economic, 
political and spiritual, lies in their service to mankind. 

From a purely technical point of view I do not see how any accountant, 
particularly the cost accountant, can fail to be benefited by this book. Having 
mastered these general laws he will be in better position to audit intelligently 
the affairs of the progressive client and to give valuable advice to the back- 
ward one. 

W. H. Lawton. 


ESSENTIALS OF COST ACCOUNTING, by L. CLEVELAND AmIDoN 
and THEODORE LANG. The Ronald Press Company, New York. 383 pages. 


The authors of Essentials of Cost Accounting, who are professors at New York 
University, have incorporated in this book their experience in teaching cost 
accounting to a large and varied student body. The volume is intended to be 
used as a textbook, and for this purpose it is admirable. 

The subject matter is supported throughout by trial balances, adjusting 
journal entries, pro forma accounts and various other practical data, which 
enable the student more readily to understand the principles which are being 
explained. The book would not be of interest to the average experienced 
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accountant, but for the student or for the junior on an accounting staff it may 
be recommended. 
The general text consists of 305 pages, and the remainder of the book is 
devoted to cost problems and a job order cost set. 
W. B. FRANKE. 


Cc. P. A. ACCOUNTING, by Georce H. Newtove. The White Press Co., 
Inc., Washington, D.C. Four volumes, 1835 pages. 

The method pursued in this review is wrong. A book review should never 
consist of a categorical recital of the contents of the volume under examination. 
A good review interprets the spirit of a book, the purposes of the author and 
kindred things—it is not merely an amplification of the contents page. 

There are cases, however, when it is possible to appreciate the magnitude of a 
work only by scrutiny of itsconstituent parts. When the first edition of C.P.A. 
Accounting was published in 1921 it was an ambitious project; now, in its 
fourth edition, consisting of four volumes, it is assuming monumental propor- 
tions. Volumes I and III contain concise lectures on various accounting topics 
commonly used as bases for C. P. A. examination questions. These lectures 
presuppose at least two years’ accounting study on the part of the reader. 
Each lecture is followed by typical questions and problems selected from ex- 
aminations in auditing and accounting given by the American Institute of 
Accountants or by state boards from 1896 to 1927. In each volume there is 
an appendix of references to accounting literature dealing with the subject of 
each chapter. Both volumes have indexes. Together they consist of 1278 


pages. 

Volumes II and IV are relatively small, totaling only 557 pages. They are 
devoted to the solutions of accounting problems given in the other two volumes. 
A time limit is set for each solution. 

To take an example at random, the subject of consolidations and mergers is 
treated in volume III, chapter 6. First come five pages of succinct paragraphs 
on such sub-topics as methods of amalgamations, closing entries for amalga- 
mated companies, capitalization of amalgamations, etc. Following the dis- 
cussion are 28 examination questions, occupying twelve pages, dealing with 
consolidations and mergers. In the appendix are references, on 17 different 
points, to 43 relevant books or articles. In volume IV seven pages are devoted 
to solutions, with time limits, of accounting problems presented as illustrations 
in the preceding volume. 

No comment is necessary to show the wealth of material in these books, or 
their value for review and for reference. 
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ARE YOU READY? 


Your progress toward a bigger and better position, higher pay, a real success in life, is 
largely a question of being ready to take advanatge of it when your chance comes. 


Nowadays, more men are invited up the elevator to success than go up the ladder by the 
laborious climbing of day-to-day experience alone. But those who are invited, whose pro- 
motion is rapid, have the necessary training that makes them ready. The important positions 
seek the trained man. Particularly is this true in the profitable profession of accountancy. 
Big business needs well trained accountants. The demand for them is far greater than the 


supply. 
A sound way to get ready 


An amazing number of Walton graduates are being chosen for bigger, better paid positions 
because Walton training is so sound, thorough, satisfactory. The best proof of what Walton 
home training will do for you is the enviable record of what it has actually done for others: 
— 915 Walton students have passed the C. P. A., C. A., or American Institute examinations 
(counting only once students successful in more than one.) 


— For nine consecutive years — Walton students won special distinction in American 
Institute examinations. 


— Walton students have won nineteen medals for high honors, in the semi-annual IIlinois 
C. P. A. examinations. 


— Walton Courses have been endorsed and used by more than 250 leading educational insti- 
tutions, from Massachusetts Institute of Technology in the east to the Universities of 
Washington and Oregon in the west. 


Easy to get facts 


It will pay to get a free copy of ‘‘ The Walton Way toa Better Day.”’ You will find it a remarkable 
book; and every moment spent in reading it, time well spent. It tells about the Walton School, 
its ideals and methods. It outlines Walton Courses. It tells of the accomplishments of Walton 
graduates as executives, comptrollers, and auditors in important industrial concerns; and as mem- 
bers of leading accounting firms. It lists many of the Certified Public Accountants and other 
executives who endorse Walton training; and the numerous universities and colleges which are 
using Walton Courses. 


Day and Evening Classes and Correspondence Instruction 


As day classes are started at frequent intervals, it usually is possible for a day 
student to begin at the point in the course for which his previous education and ex- 
perience qualifies him. Mid-year day student classes commence January 2 
and evening resident classes January 7. 


WAL 
Const ERCE 


343-353 McCormick Building, Chicago 


WALTON SCHOOL OF COMMERCE . 
343-353 McCormick Building, Chicago 


Without obligation on my part, please 


send me a copy of “The Walton Way toa City and State 


Better Day" and suggestions as to what : 

you can do to help me advance in the 
business world. __ I AM INTERESTED IN 

O CorRESPONDENCE INSTRUCTION O ResipENT Day CLASSES O RESIDENT EVENING CLASS 
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Third Edition—September, 1928 
Newlove's 
PA. AccountinG 
Theory, Auditing and Problems 
A four-volume digest of problems and ques- 
tions given in 838 C. P. A. examinations by 
accountancy boards in 48 states; November, 
1927 papers are included. Distribution is: 
36 New Jersey.......... 16 
60 
Indiana...... 22 Pennsylvania. . . 
Massachusetts....... 16 Washington......... 30 
Michigan........ 20 Wisconsin . a 
Missouri... . . 23 Other States.. conse 
The four, buckram-bound volumes contain 400 
problems and 5,606 questions, classified in 
related groups, with lectures authenticated by 
7,579 specific references to recognized accounting 
authorities. Volume II solves problems in Volume 
I; Volume IV problems in Volume III. Time 
allowances are given so problems may be solved 
under C. P. A. conditions. 
A Golden Opportunity 
This set is almost indispensable to C. P. A. 
candidates as it combines C. P. A. theory and 
auditing questions with authenticated lectures, 
and classified C. P. A. problems with solutions 
and time allowances. 
— 
| FREE EXAMINATION COUPON 
| THE WHITE PRESS COMPANY, INC., | 
1 Departmental Bank Bidg., Washington, D. C. 
! You may send me on 5 days approval books checked. | 
! 0 Complete Set (Four Volumes, 1,835 pages), $15.00 1 
| O Volume I and Solutions (Vol. II), $7.50 | 
1 © Volume III and Solutions (Vol. IV), $7.50 
| I agree to pay for the books or return them postpaid within 
| five days of receipt. | 
| 
' Signed..... | 
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Every Accountant’s Library 


Should contain the following Exhibits, each one 
an invaluable aid and reference for Accountants 
engaged in System Installation Work. 


Each volume is substantially bound and contains 
full accounting procedure, Chart of Accounts and 
actual samples, (not illustrations or sketches) of 
all forms required for installation of system 
described. 

Each one represents years of research work, and 
embraces ideas and methods, all tested and 
proven by leading concerns in the line of bys. 
ness under discussion. 


Hadley’s Pathfinder System for 


re (Size 11x14) $ 6.50 
Automobile Dealers “ 5 
Contractors and Builders............ = « 5.00 
Plumbers and Electrical Contractors... “ “ 5.00 
Finance Companies .............0.. “ “ 3.00 
Truck Cost Accounting.............. 3.00 
Trust Dept. Accounting............. 10.00 | 
Realtors and Subdividers............ 2.00 
Wholesale and Retail Merchants...... - ina 3.00 
Personal Accounting 7xll 2.00 


Any of the above Exhibits will be shipped PRE. 
PAID upon receipt of price shown, subject to 
refund upon return in good condition 


within 15 days from receipt. ORDER TODAY, 


Charles R. Hadley Company 


330 No. LOS ANGELES ST. LOS ANGELES, CALIFORNIA 


pathfinders 


N LOOSELEAF SYSTEMS 


Be Sure You’re Prepared | 
for the Next . 
C. P. A. Examinations 


If you are adequately prepared, you will enter the ex- 
aminations with a confidence that is half the battle. 
The C. P. A. EXAMINATIONS REVIEW plans 
your work for you, helps you cover every necessary | 
subject systematically, eliminating lost motion. 


inations and want to give you full credit for helping me 
along. The course is well arranged and contains infor | 
mation that I have never been able to find elsewhere. 


the next C 


C. B. T., of Danville, Va., writes, “I passed the exam- 
re 
a 


Be sure you’re prepared for P. A. or Ameri- 


Institut 


can e examinations. Take the first step now. 
Send for descriptive booklet and comy 
No bl ga I 


C. P. A. 


information. | 
Examinations Review} 


4 
Conducted by 

HENRY L. SEIDMAN, B.CS., C.P.A., LL.B. | 
and Associate 

o— 


929 Fisk Building ~* Broadway at 57th Street | 
NEW YORK CITY | 
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| Important Advance Notice Regarding 
| MontgomeryS New Tax Manuals 


and 
wat We are now making first announcement of two distinct tax man- 

= | uals by Robert H. Montgomery as follows: 
Dusi- 

| 1929 Supplement to 1927 Income Tax Procedure 

‘or | Ready December 31st, 1928 The P nal Week 
e Ferso or 

6.50 THs new 500-page book, to be used in connection with Mr. Mont- f 

+} gomery’s 1500-page 1927 volume, which has been so widely used by oan 

5.00 accountants, brings down to date and interprets everything about the Outstanding Authority 
5.00 reparation of income tax returns and the principles that apply thereto— 

Hee the 1928 and prior laws, Treasury regulations and rulings, Court and Tax Ro 
0.00 | Board decisions. It is tied in with page references to re- For years Robert H. Mont- 
2.00 lated material in the present volume so that on any desired 
Hr point you can get quickly an answer which considers all he stands as one of America’s 
2.00 aspects of the case. very highest authorities on tn 
RE. If you already have Mr. Montgomery's 1927 Income Tax 

to Procedure, you not only need nothing else but this 1929 Law; member of the firm of 


Lybrand, Ross Bros. & Mont- 
gomery; Editor of the “‘Finan- 
cial Handbook”; Author of 
“Auditing.” 

Since 1917, he has prepared 
annual editions of his famous 
Income Tax Procedure. Over 
120,000 of these yearly editions 


AY SUPPLEMENT to prepare and safeguard the most compli- 
‘|| cated return, but we confidently believe it is the best thin 
ny the accountant can possibly get. If you have not the 1994 
| volume, there is still a limited number of copies available, 
RNIA which you can secure with the SUPPLEMENT at a special 


| combination price. 


Information on prices is not yet available, but the Supplement by itself have been bought. 
| will not be over $6.00, nor over $12.00 in combination with the 1927 
book. Definite Counsel 
a Federal Tax Practice on Doubtful Points 
— Ready January 1929 ON every question, Mont- 
gomery’s tax book inter- 
Accountants concerned with the proce- It includes a full, non-technical descrip- _ prets the law and official rulings 


dure of handling unsettled*cases arising out tion of the very technical procedure before into plain, positive, and easily 
of all lawe (including 1928), should iuave the Board of Tax Appeals. It summarizes followed procedure, with specific 


also this publication. the comments of the suggestions by which to protect 
It provides the only complete, trust- Board on questions of your position as ni 
worthy consideration and discussion you evidence to be supplied Of all publications, this is the 
can find anywhere of the latest practice be- — accounting records, easiest from which to get a 
e ex- fore the Treasury Department as well as qualification of expert trustworthy final answer. It 
ttle before Courts and Board of Tax Appeals. testimony, admissibil- meets every legal and account- 
‘ It covers the procedure to be followed in _ ity, etc. Appeals to the ing requirement. In it you are 
olans the informal contact with revenue agents Federal Courts from getting the very maximum of 
sary | and other government representatives, sug- 1X Board decisions and information at the minimum 
gesting steps taxpayers should take to safe- in claims for refunds are outlay. 
guard their interests whenever an addi- so covered. Price will 
‘ams tional assessment has been proposed. not exceed $10.00. 
ore 
re” | ~ © The Ronald Press Company, Publishers 


Place Your Order Now 


| 15 East 26th Street, New York, N. Y. 
OW. | S has always been the case 


— may send me postpaid as soon as issued, Montgomery’s Tax Manuals as checked 

Ow: 

1 1929 Supplement to 1927 Income Tax Procedure (price not to exceed $6.00). 

0) 1929 Supplement to 1927 Income Tax Procedure, in combination with the 
present volume 1927 Income Tax Procedure, at the special combination 
price (not to exceed $12.00). 


with Mr. Montgomery’s tax | 
We will have to fill orders in | © Federal Tax Practice (price not to exceed $10.00). 


manuals, these two new volumes 
will be in heavy demand. 


Ww the Sequence in which they are Within five days after receipt I will either send you the price as per your invoice, or, 
| Teceived — those placed now if 1 am not in every way satisfied, I will return the book or books to you. 
will be the first to be filled. 
. form at right will insure delivery 
et M62 


G 
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A Bookkeeping Text 
by 
Bookkeeping Teachers 


Has it ever occurred to you to examine 
bookkeeping texts — texts that are in- 
tended for use by secondary school teach- 
ers in classes composed of students from 
fifteen to seventeen years of age — with 
regard to the authors’ background of 
experience? 

The authors’ long-continued class- 
room experience in the actual teaching 
of bookkeeping is one reason for the 
superiority of 


RATIONAL BOOKKEEPING 
AND ACCOUNTING 


By 


ALBERT G. BELDING and 
RUSSELL T. GREENE 


Avsert G. Bextprnc, Director of Commercial 
Education in the Public Schools of New York City, 
is in daily contact with bookkeeping classes and 
for many years has examined candidates for teach- 
ing positions in the bookkeeping classrooms of 
the New York City schools. For many years prior 
to his advancement to his present position he 
was an actual classroom teacher of the subject. 


Russell T. Greene, Chairman of the Department 
of Accounting and Law in the High School of Com- 
merce, New York City, has for many years taught 
bookkeeping and supervised bookkeeping instruc- 
tion in the high school classroom. 


Their daily problems are your problems, and 
have been for many years. That they have achieved 
outstanding success in the solution of those prob- 
lems is proved by their professional success — by 
the responsibility and authority that have been 
delegated to them 
Isn't it reasonable to believe that such a back- 
ground of experience is the proper one for the 
authors of a textbook intended for use by students 
like those in your classes — that your problems will 
be recognized and treated with greater under- 
standing, insight and sympathy by real, everyday, 
hardworking, competent bookkeeping teachers! 
RATIONAL BOOKKEEPING AND Ac- 
COUNTING has proved its superiority to 


those who have adopted it. 


A trial will convince you, too. 


The Gregg Publishing Company 
New York Boston 
London 


Chicago 
Toronto 


San Francisco 


Pre-Publication Offer 


1929 Federal Income 
Tax Guides 


(Sixth Annual Edition 
Ready January Ist) 

Individual Guide .. $1.00 
_|Corporation and Individual 
These Guides will be ready January 1, 1929, 
They will be entirely revised and rewritten to 
include the latest rulings and decisions and 


the new provisions of the mew tax law, the 
Revenue Act of 1928. 


"] New York Edition will include a 
chapter on the New York State 
Personal Income Tax. Check here 


— no extra charge. 


Edited by JOSEPH J. MITCHELL 


Member American Institute 
of Accountants 


Mail your order today to 


INCOME TAX REVIEW 
126 Liberty Street New York, N. Y. 


Prepare for the May, 1929 
C.P.A.and American Institute 
Examinations 
at the 


Co-operative Training Course 


THE CO-OPERATIVE TRAINING COURSE was of- 
fered for the first time in June, 1922, in response to 
1 long and insistent demand of those who recog- 
nized the need of a review in preparation for C.P. 
examinations which would be organized scientific- 
ally and conducted by experts of established repu- } 
tation and skill. The unusual success which attended 
the first course and which has been since generally 
maintained by succeeding groups of candidates has 
served to confirm the utility and desirability of the | 
CO-OPERATIVE TRAINING CouRSE. From the outset, } 
the CO-OPERATIVE TRAINING CourRSE has attracted 
only the best type of candidates, many of whom 
have had long and varied experience in the prac- 
tical field. Testimonials from former members of 
the classes are on file and may be freely consulted 
by those who may wish to investigate before 
enrolling. 

The course in preparation for the May examina- 
tions will begin on Saturday, February 23, 1929 
and will close on Saturday, May 11, 1929. 


If interested write for announcement addressing the 
Co-operative Training Course 


150 Nassau Street New York City 


or telephone Beekman 7738 


— 
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The MASTER KEY to Accounting Literature 


A SECOND SUPPLEMENT 
to the 


~ ACCOUNTANTS’ INDEX 


from June, 1923, to January, 1928 


! The Council of the American Institute of Accountants approved the 
recommendations made by the Special Committee on Administra- 
| tion of Endowment that the work begun with the publication 
of the Accountants’ Index in 1920 should be continued and 
Supplements should be published from time to time. 


| INSTRUCTIONS for USE 


Names of authors, subjects and titles are arranged in a single 
| alphabet with information as to publisher, place of publication, date 
and number of pages. The directory at the end gives the addresses 
of publishers and periodicals. 

To find the titles of books on a certain subject or of a certain 
author the reader should look for that subject or that author as in 
an encyclopedia. 


DURING THE PAST EIGHT YEARS THREE EDITIONS HAVE BEEN PUBLISHED 
UNDER THE ENDOWMENT FUND 


THE ACCOUNTANTS’ INDEX — 1578 pages 
FIRST SUPPLEMENT — 599 pages 


and now 
THE SECOND SUPPLEMENT — containing 799 pages 


The references which are contained in the present supplement do not duplicate those 
which appeared in the original index and supplement of 1923 


All three are necessary to reach the 
entire field of accounting literature 


AMERICAN INSTITUTE OF ACCOUNTANTS 
135 Cedar Street, New York, N. Y. 


Gentlemen: Enclosed find $..... . for which please send me 
Accountants’ Index ....... $10.00 postpaid the books checked. 
First Supplement......... 5.00 
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THE 1928 YEAR BOOK | 
of the | 
American Institute of Accountants 
Contains | 


Report of Proceedings at Annual Meeting, September, 1928. 
Lists of Members and Associates. Reports of Officers and .| 
Committees. Constitution and By-Laws and Rules of Profes- 
sional Conduct. Personnel of all State Boards of Accountancy. 


This 209-page volume, substantially bound, is on sale 
at $1.05, delivered in the United States and Canada | 


American Institute of Accountants 
135 Cedar Street New York 


EVERY ACCOUNTANT AND STUDENT OF ACCOUNTING WILL FIND IN 


AUDIT WORKING PAPERS 


By J. HUGH JACKSON 


an authoritative text on one of the most important phases of ac- 
countancy. This book, published by the American Institute of 
Accountants Foundation, is generally recognized as a guide to the 
best practice, and its use by schools and by the profession generally 
is indisputable proof of the value of the work. 


In addition to 200 pages of text there are 100 working schedules 
reproduced in facsimile. 


Carv H. Nau, former president of the American Institute of Ac- 
countants, says: ‘‘/t should be read and studied by every student who is 
preparing himself to enter the public practice of accounting or auditing.”’ 
AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION 
135 CEDAR STREET, NEW YORK., N. Y. 
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|... comparisons with last week... 
last month . . . last year—on your 


desk each day at nine 


| business men are now 
securing firmer, closer control of their 

business without adding a single name to 
| their payrolls. 

To their desks each morning at nine 
| comes a complete report of what happened 
| in every department yesterday. Sales, in- 

ventory, production, cash, stocks—all the 
vital figures are there. Comparisons with 
any previous period are easy. 

You, too, can get a —_ of your busi- 
| ness daily—instead of monthly. You can 

have daily facts for daily decisions. You 
| need never be more than twenty-four hours 


Elliott - Fisher 


FLAT SURFACE ACCOUNTING-WRITING MACHINES 
Product of 


Gereral O ffice Evipment Corporation 


342 MADISON AVENUE ~ NEW YORK CITY 


OTHER PRODUCTS: SUNDSTRAND ADDING-FIGURING MACHINES 


Your business... PICTURED DAILY 


behind the actual operations of your 
business. 

With the help of Elliott-Fisher accounting- 
writing equipment, this invaluable daily 
information is easy to obtain. Elliott- 
Fisher’s remarkable capacity to combine 
details and simplify complex operations 
does the job. Elliott-Fisher fits smoothly 
into any established accounting system— 
and improves it almost beyond belief. 

If you will ask your secretary to fill out 
and mail the coupon, we will immediately 
send you complete details showing how 
Elliott-Fisher can 
profitably be used 
in your own 
business. 


General Office Equipment Corp. 
342 Madison Avenue, New York 


Gentlemen: Kindly tell me how 
Elliott-Fisher can give me closer 
control of my business. 
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ron 


Ten names— significant, honorable, implying 
- staunch integrity, commanding loyalty and respect. 
4 ay Ten leaders — individually dominant in their chosen 
fields — welded now for signal service to the busi- 
ness of the world ... Remington Rand groups vast 
a resources in methods, materials and men, makes 
a them accessible for every business enterprise « « . 
A Profit by the massed experience of Remington Rand. 
smington Ran and Business Se 
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Special Accounti 
Forms? Why Bother? 


|"Worth Keeping—Records That Talk” 
jwill show you how to avoid the bother 
| and expense of devising special office 
forms. “Worth Keeping”—the first book 
lof its kind ever published—is a combina- 
> loose-leaf manual and catalog. 


Itdescribes more than 4000 Irving-Pitt 
forms, systems, binders and devices—for 
levery conceivable bookkeeping need. Vis- 
lible equipment, machine posting ec uip- 
jot, orms specialized to various busi- 


nesses, forms for every purpose in your 
own business, binders from memo to 
ledger size—all are indexed for conven- 
ient reference and carried in stock by 
your stationer. 


With this book on your desk you can al- 
ways find the form or device you need— 
without special designing. A hundred 
thousand executives and accountants are 
using “Worth Keeping” every day. How 
about you? Ask your stationer—or write 
us today for your free copy. 


IRVING-PITT MANUFACTURING CO. 
New York 


Kansas City Chicago 


Accounting Systems 
Machine Posting and Visible 


Ring Books 


Binders 


Equipment Forms 
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A complete Petting machine} | 
bmit | —tapakey 
a lever—in an 


answer is before 
— do it— 


THE N} EW ALL*AUTOMATIC MARCHANT 
ke a smoothly-tuned motor or a delicately-timed watch 


PERFORMAN 


THAT SETS THE STANDARD 


Performance is the only gauge of a calculator—and 
Marchant sets the standard. Be sure to see the new 
all-automatic Marchant perform —before you decide. 

Merely call our nearest office, or mail the coupon 
to us, and a Marchant will be delivered to you to 
““test’’ in your own work. No obligation whatever. 

The Marchant can save you 25°%%-40°, in your figur- 
ing. **The Marchant Combination” of 16 points does 


Figure” register dials. 4. Horizontal straight line 
reading. §. Dials spaced for easy reading. 6 Auto- 
matic electric dial ¢ learance. 7. Noiseless sliding 
carriage—one-hand release. 8. Automatic position 
indicator. 9. Quiet start and stop motor. 16, Auto- 
matic multiplication —right hand control. 11, Direct 
subtraction. 12, Automatic repeat addition. 13, Au- 
tomatic division. 14. Automatic stop control for all 


it.—it sets a new standard:—1,. Anyone can run it. rations. 1§. Maximum “carry-over” capacity. 16, 
2. Visible dials for all factors and results. 3, ‘True Mini nimum desk space. 


SIXTEEN YEARS BUILDING CALCULATING MACHINES—NOTHING ELSE | 
ELECTRIC AND HAND MODELS | 
Mail this coupon for additional information— 


or as a request to see the Marchant perform. 


Sales and Service —New York, Boston, Philadelphia, Atlanta, Nashville, Buffalo, Cincinnati, Cleveland, oa! 

Indianapolis, Detroit, Pittsburgh, Minneapolis, Kansas City, St. Louis, New Orleans, Houston, El Paso, ._ 

Angeles, San Francisco, Portland, Seattle and in 150 other cities in the United States. Representatives in all Foreign 
untries. For Canada: United Typewriter Company, Limited, Toronto, Montreal and 18 other Canadian cities. 


MARCHANT CALCULATING MACHINE COMPANY, OAKLAND, CALIFORNIA 


I wish to see the booklet, ‘‘Sixteen Improvements”’ [| I wish to see the Marchant perform 0 
512 


Name = 


Address 
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To Candidates 
for the next C. P. A. Examination 


N addition to its regular Course, the International Accountants Society, Inc., offers 
a special Coaching Course for Accountants who are planning to take the C. P. A. 
Examination. 

This Course will be supplied only to those who are already competent accountants, 
as no attempt is made to teach general accounting in this course. The instruction is 
pointed directly at the C. P. A. Examination. 

Something more than a knowledge of accounting is necessary to insure success in 
the examination room. 

Solving examination problems is vast]y different from the usual work of making au- 
dits, installing systems, or conducting investigations. Many men with little or no practical 
experience can solve C. P. A. problems readily—many others with years of experience 
flounder pitifully in the examination room. WHY? The candidate is required to work 
at top speed. He must work with limited information. He has to construct definitions. 
Very often it is necessary for him to use unusual working sheets. 


The C.P. A. Coaching Course given by the International Accountants Society, Inc., pre- 
pares you to meet such conditions. The fee is $42 and the text consists of twenty lessons. 


Particularly noteworthy features of the training are > 

Problems and questions (1) actually used in 
aC. P. A. or an A. I. A. examiination, or (2) 
specially prepared to train the candidate in 
handling certain points likely to be encoun- 
tered in the examination. 


100 problems in Practical Accounting with 
solutions and comments 

100 questions and answersin Accounting Law 

100 questions and answers in Auditing 

100 questions and answers in Theory of 
Accounts 


Elaborate explanations and comments that in- Personal correction, criticism, and grading of 


clude, in addition to the finished statements or 
solutions, such items as suggestions for “Notes 
to the Examiner,” working sheets, side calcu- 
lations, use of proper terminology, and discus- 
sions of authoritative opinions. 


every examination paper by a Certified Public 
Accountant who has himself passed the C. P. A. 
examination. There fre sixteen such Certified 
Public Accountants on the Active Faculty of 
the International Accountants Society, Inc. 


SPECIAL booklet, “How to Prepare for the C. P. A. Examination,” is now ready for those 
who are interested. For a free copy, just write your name ‘and address below and mail. 


INTERNATIONAL ACCOUNTANTS SOCIETY, Inc. 
A Division of the 
ALEXANDER HAMILTON INSTITUTE 


To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois. 


Send me the special booklet, “ How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for accountants. 


Company 


Name 


Address 
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DUTIES OF THE 


Introduction to 
Actuarial Science | 
H. A. FINNEY 


Published under the Endowment Fund of | 
the American Institute of Anemmants 


has long been a 
mand for a clear elemen- 
tary text on Actuarial Science, 
and it is hoped that thé de- 
this volume. 


‘This work should‘appeal not 
only to the accountant bat to 


many business men, touching 
gs it does on such subjects as: 


Interest, Rate, Frequency and 
Time, also on the many phases 
of the following subjects: 


Investments 
ANNUITIES 
Premiums 


DgpreciaTION vu 
The book also contains prob 
Jems and solutions of some of oe 
the above subjects. | seas 
First published form in’ Febreary, 
asi 1918, this book’s popularity has been consist- 


Price $1.50 delivered 4a tha 
United States of America 


AMERICAN INSTITUTE 
ef ACCOUNTANTS 
Cedar Street New York 


JUIN iOR | 
| By W. B. W. THORNTON 
THR AMARICAN (OF 
series of Articles, feep ase 
ing a6 mente of oc whe, having 
practical work, to add ang 
is toset forth just what work is 
accountant, 
expected of junior in 
an audit from the very. 
a 
your report of an audit to accouncaat 
| 
| 


When 
the Work 


Give a man a job, and it is a simple matter 
to determine how miuch he adds to the cost 
of the product upon which he works. 


But give a machine a job, and the determina- 
tion of its share in production costs is more 
complex. There are still many indust-ial ex- 
ecutives who have no definite’policy for in- 
cluding in production costs the cost of own- 


ing, of maintaining, and of providing for the 
replacement of property used in production. 


In such cases accountant and appraiser can 
co-operate effectively. We are always glad to 


discuss such co-operation in solving the prob- 
lems of mutuul clients. 


THE 


AMERIGAN APPRAISAL 
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Atlanta Cincinnati Minneapolis Syracuse Py 
Boston Detroit Milwaukec St. Louis 
Baltimare Dalias ., New Orleans San Francisco: 
Buffalo lndisnapeolits New York Seattle 
Chicage Asnsas City Philadeiphia Tulsa 
Cleveland ioe Angeles Pittaburgh Washington 
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